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On November 6, 2006, Panda Ethanol, Inc., a Delaware corporation, merged with and into Cirracor, Inc., a Nevada
corporation. The surviving company of the merger changed its name from “Cirracor, Inc.” to “Panda Ethanol,
Inc.” and remains a publicly-held corporation incorporated in the State of Nevada. Cirracor, Inc. was formerly
engaged in the business of designing and building web sites and web applications and provided web development
services to enterprises of varying sizes. In May 20086, Cirracor ceased its web design operations and its primary
objective became completion of the merger with Panda Ethanol, Inc., a privately-held corporation. All references
made below to “Panda Ethanol,” “we,” “our” and "us" refer 1o Panda Ethanol, Inc., a Delaware corporation, for
time periods prior (o the merger and refer 1o the merged publicly-held company incorporated in the state of Nevada

Jor time periods after the merger.
October 12, 2007

Dear Stockholder,

The year past was onc of opportunity and challenge for Panda Ethanol, a year which saw the birth of our new
business, and one in which progress was made on a number of important fronts.

In June 2006, Panda Ethanol closed a $90 million private placement to fund the company’s growth plans. In July,
we completed a $188 million financing for the Hereford, Texas ethanol facility, a transaction recognized by Project
Finance Magazine as the “North American Ethanol Deal of the Year,” their first such award to an ethanol company.

In August, we mobilized the contractor to begin construction of the 115 million gallon-per-year Hereford facility.
When finished, the refinery will be the largest biomass-fueled ethanol plant in the United States with what is
expected to be one of the lowest carbon footprints of any similar-sized ethanol facility in the nation. We are
currently exploring opportunitics, in fact, for selling carbon credits that may be produced by the facility, The plant
has garnered international news coverage and is helping to establish Panda Ethanol as one of the most eco-friendly
energy companies in the nation,

In November, the merger of Panda Ethanol with and into Cirracor, Inc., a publicly-held corporation which had
ceased operations, was completed. Panda Ethanol, previously a private company incorporated in the state of
Delaware, became a public entity, incorporated in the state of Nevada, and began trading over the counter under the
symbol “PDAE.”

Throughout the course of the year, Panda Ethanol continued development on five additional 115 million gallon-per-
year ethanol projects located in Yuma County, Colorado; Haskeil County, Kansas; Lincoln County, Nebraska; and
Sherman County and Muleshoe, Texas.

In December, we ended 2006 on a strong note by successfully closing a private placement of $8 million to further
our development efforts.

Since the béginning of 2007, however, the cthanol industry has had to contend with a very different marketplace
than that found in 2005 and 2006. Although I believe it is unfounded, uncertainty has existed in the capital markets




as to whether domestic corn production will be sufficient to supply the industry. The markets have alse found it
difficult to ascertain how much demand exists from discretionary blending. In addition, unease over the rising cost
of corn and decreasing margins has been compounded by the perception of an ethano! overbuild,

The combined effect of these factors has caused ethanol stocks as a whole to drop precipitously — more than 60
percent since last year. Morcover, these negative sentiments have weighed on the growth of the industry as capital to
build new facilities, or even complete existing facilitics, has waned. Not surprisingly, the drivers that have affected
the entire industry have affected Panda Ethanol as well.

While the marketplace has been as challenging in 2007 as it was euphoric in 2006, as a new company in a newly
emerging industry, Panda Ethanol has been working tirelessly to meet these challenges. 2007 has also been a year of
accomplishment.

First, the company was very successful in its S-3 registration process. Panda Ethanol was able to register for resale
ail of the shares issued in the merger and the December private placement. This was an important and expeditious
step toward liquidity for our stockholders.

Second, the company withdrew its 144A private offering of $140 million of convertible, redeemable senior notes.
No action could more plainly demonstrate that Panda Ethanol’s board of directors listens to its stockholders than its
decision to withdraw this offering. Many of you had expressed reservations that market conditions were not
conducive to achieving a per-share valuation which reflected the long-term value of the company. At the end of the
day, your feedback was an important factor in our decision to not pursuc this offering. You spoke, and we listened.

Third, the company undertook a major repositioning of its workforce in order to reduce costs and streamline
operations. This proactive measure was taken in response to the recent tightening of the credit and equity markets to
preserve capital until the Hereford facility comes on line. Altogether, the repositioning is projected to reduce our
cash outlay for operating expenses by approximately $4.8 million between September | and the time the facility
achieves substantial completion,

Fourth, the company made sizeable progress in the build out of the Hereford, Texas ethanol facility. Significant
momentum has developed at the construction site even though the state has already experienced its wettest year on
record. Our construction and operations teams have been unremitting in their work to both oversee, and to
collaborate with, our EPC contractor in getting this first-of-its-kind facility on line.

Last year, Panda Ethanol laid a foundation for success. This year, the company will continue to build upon that
foundation, We will continue our focus to get Hereford on line producing ethanol and revenues. We will continue to
work toward an active and liquid market for our stock by pursuing the requirements for listing on a major exchange.
And we will continue to manage our portfolio of development projects for the inevitable turnaround of the capital
markets.

We firmly believe that our industry’s fundamentals continue to remain strong even in the face of its current
challenges. Given time and patience, these fundamentals — robust blending economics, a corn harvest estimated by
the U.S.D.A. to be more than 13.3 billion bushels, record-setting oil prices, and firm bipartisan political support —
should prevail against the uncertainties which currently surround it, '

In the meantime, Panda Ethanol will continue its work to produce clean burning, renewable ethanol, providing our
nation with cleaner air, greater economic growth and increased energy independence. And every day, we will come
to work set on creating value for our customers, vendors, employees and stockholders.

Sincerely,

o1 i

Robert W, Carter, Chairman
Panda Ethanol Inc.




PERFORMANCE GRAPH

The following graph compares on a cumulative basis, beginning on November 17, 2006, when our common
stock first began publicly trading, through December 29, 2006, the last trading day of our fiscal year end, the yearly
percentage change in the total return on our common stock with the total return on the Russell 3000 Index, the
iShares Microcap Index and the Ethanol Pureplay Index.

The following graph assumes that $100 had been invested in each of Panda Ethanol, Inc., the Russell 3000
Index, the iShares Microcap Index and the Ethanol Pureplay Index. The stock performance included in this graph is
not necessarily indicative of future stock price performance.
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(1)  The components of the Ethanol Pureplay Index include VeraSun Energy, Corp. (VSE), Aventine Renewable Energy, Inc. (AVR), Pacific
Ethanol, Inc. (PEIX), U.S. BioEnergy Corporation (USBE), Great Plains Renewable Energy, Inc. (GPRE) and Panda Ethanol, Inc.
(PDAE). The index is weighted according to market capitalization. For example, at December 29, 2006, VSE comprised 32.4%, AVR
comprised 21.7%, USBE comprised 25.4%, PEIX comprised 10.6%, GPRE comprised 2.4% and PDAE comprised 7.4% of the index.
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Explanatory Note

The enclosed 2006 Annual Report is comprised of the following documents, which were filed by Panda Ethanol,
Inc. with the Securities and Exchange Commission (the “SEC”) on the dates listed below:

e  Annual Report on Form 10-K for the year ended December 31, 2006, filed on April 2, 2007;
e  Amendment No. | to Annual Report on Form 10-K/A, filed on May 17, 2007; and
e  Amendment No. 2 to Annual Report on Form 10-K/A, filed on October 10, 2007.

Please refer to the Annual Report on Form 10-K for the following items:

Itern 1. Business

Item | A. Risk Factors

Item 2. Propertics

Item 3. Legal Proceedings

Item 4. Submission of Matters to a Vote of Security Holders

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Item 6. Selected Financial Data

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
Item 9B. Other Information

Item 10. Directors, Executive Officers and Corporate Governance

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Item 13. Certain Relationships and Related Transactions, and Director Independence

Item 14. Principal Accounting Fees and Services

e Item 15. Exhibits and Financial Statement Schedules (except for Schedule I, which is amended and restated
by Amendment No. 2 to Annual Report on Form 10-K/A)

Please refer to Amendment No. 1 to Annual Report on Form 10-K/A for following items below, which, except for
Item 15, are amended and restated therein:

s [tem }1. Executive Compensation
¢ [tem 15. Exhibits and Financial Statement Schedules

Please refer to Amendment No. 2 to Annual Report on Form 10-K/A for the following items, which, except for
portions of Item 15, are amended and restated therein:

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Item 8. Financial Statements and Supplementary Data
Itemm 9A. Controls and Procedures

Item 15, Exhibits and Financial Statement Schedules (Schedule I is amended and restated by Amendment
No. 2 to’Annual Report on Form 10-K/A)




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
FORM 10-K
(Mark One)
Xl ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Fiscal Year Ended December 31, 2006
OR
[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number 000-50282

PANDA ETHANOL, INC,
(Exact name of registrant as specified in its charter)
Nevada 33-0986282
(State or other jurisdiction of {L.R.S. Employer
incorporation or organization) Identification No.)

4100 Spring Valley, Suite 1002

Dallas, Texas . 75244
{Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (972) 361-1200

Securities registered pursuant to Section 12(b) of the Act: None
Securities registered pursuant to Section 12(g) of the Act:

Common Stock, $.001 par value
(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Sccurities
Act. Yes O No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes 0 Neo

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
{2) has been subject to such filing requirements for the past 90 days. Yes E No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not
be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part [11 of
this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See
definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer O Accelerated filer O Non-accelerated filer (X]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
0 No X o

The aggregate market value of Common Stock, $0.001 par value per share (the “Common Stock™), held by nenaffiliates of the
registrant, based on the last sale price of the Common Stock on the last business day of Panda Ethanol’s most recently completed second
fiscal quarter, was $8,162.

As of March 28, 2007, 31,066,659 shares of Common Stock were outstanding.

DOCUMENTS INCORPORATED BY REFERENCE:
None
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PART 1

Ttem 1. Business
Overview

In this annual report on Form 10-K, the words “Panda Ethanol” refer to Panda Ethanol, Inc. and its subsidiaries,
unless otherwise stated or the context otherwise requires. Panda Ethanol is a Nevada corporation. On November 6, 2006,
Panda Ethanol, Inc. (a Delaware corporation), which is referred to in this annual report as Panda Ethanol-Delaware,
merged with and into Cirracor, Inc., which we refer to as Cirracor, a Nevadu corporation. The surviving Nevada
corporation afier the merger changed its name to “Panda Ethanol, Inc.” In this discussion and analysis of Panda Ethanol’s

financial condition and results of operations, the words “company,” “we,” “our,” “ours” and “us” refer to the surviving
company after the merger and its subsidiaries, unless otherwise stated or the contex! otherwise requires.

Headquartered in Dallas, Texas, Panda Ethanol was organized to develop, own and operate a multi-site portfolio of
innovative manure-fueled and gas-fueled ethanol plants and to service the growing demand for and increased usage of
renewable fuels in the United States. Most of the ethanol consumed in the U.S. is derived from domestically-grown corn and
purchased by petroleum refiners and gasoline marketers who blend ethanol with gasoline to cost-effectively extend their
supply of refined products, increase octane and reduce tailpipe emissions. According to the Renewable Fuels Association, or
RFA, in 2006, blenders consumed approximately 5.4 billion gallons of ethanol, which represents a small but growing portion
(4%) of our nation’s 141.5 billion gallon per year transportation fuel mix, based upon figures from Energy Information
Administration, or EIA. To meet the accelerating demand for ethanol as a motor fuel additive, the U.S. ethanol industry has
increased production over 300% from 1.6 billion gallons in 2000 to 4.9 billion galions in 2006, according to the RFA. We
believe the ethanol market will continue to grow as a result of its favorable production economics relative to gasoline,
ethanol’s clean bumning and high performance characteristics, a shortage of petroleum refining capacity, geopolitical concerns
regarding the nation’s continued reliance on imported oil, numerous federal and state mandates increasing the usage of
renewable fuels, as well as the continued support by the automotive industry, politicians, farmers and the general public. We
also believe that the continued development and adoption of E85, a fuel blend composed primarily of ethanol, could expand
the potential market for ethanol beyond that as a high-octane fuel additive and position it as a viable market alternative to
unleaded gasoline.

To take advantage of the anticipated growth in the overall rencwable fuels market, we are actively developing a
number of large-scale ethanol production facilities in Texas and other strategic locations in the U.S. Our inaugural ethanol
project in Hereford, Texas is financed and under construction and once completed is expected to produce approximately
105 million gallons of denatured ethanol per year. The Hereford facility is situated in the heart of a large cattle feedlot region
and will be equipped with a biomass gasification system designed to gasify approximately one billion pounds of cattle
manure per year to generate the process steam required to manufacture ethanol. We anticipate that using manure instead of
natural gas as the plant’s primary thermal energy source will provide our facility with a meaningful operating cost advantage
over more traditional ethanol facilities. While we currently do not produce ethanol, we estimate that our Hereford facility will
begin the production of ethanol in commercial quantities in the fourth quarter of 2007. We are also in various stages of
development of several additional ethanol projects in Yuma, Colorado, Haskell County, Kansas, Sherman County, Texas,
Muleshoe, Texas and Lincoln County, Nebraska, among others. We anticipate that four of our six publicly announced
projects will be manure-fucled and two will be gas-fueled. In addition to Hereford, two other publicly announced projects
have received air permits (Yuma and Haskell) and the remaining three have air permits filed and under review. Each of these
facilities is designed to have a nameplate production capacity of 105 million gallons of denatured ethanol per year. The
following is a more detailed summary of these projects.




Hereford Facility. Our inaugural manure-fueled ethanol project is financed and being constructed on a 383-acre site in
Hereford, Texas. The facility is expected to produce approximately 105 million gatlons of denatured ethanol per year and is
designed to generate process steam by gasifying cattle manure collected from local feedlots and dairies. The facility will also
be equipped with back-up natural gas boilers designed to ensure operations on a continual basis. In addition to the production
of fuel ethanol, the facility is expected to produce approximately 312,000 tons per year (on a dry matter basis) of wet
distillers grains with solubles, or WDGS, a high-protein nutritional feed supplement, which we will market to local feedlots.
We estimate that the facility will use approximately 38 miltion bushels of corn per year in its production process. We
received air permits for the Hereford praject in October 2005, closed debt financing in July 2006 and began construction in
August 2006. We currently estimate that the Hereford facility will begin the productlon of ethanol in commercial quantities
in the fourth quarter of 2007,

Yuma Facility. The Yuma, Colorade facility is also designed to produce approximately 105 million gallons of
denatured ethanol per year. Although it is located in a deep cattle feedlot market, the facility will generate its process steam
from mid-continent natural gas and lower-cost Rocky Mountain natural gas, when and if available. In addition to ethanol, the
facility is expected to produce approximately 312,000 tons per year of distillers grains (on a dry matter basis), up to one-half
of which will be dried and sold as dried distillers grains with solubles, or DDGS, and the remaining amount will be marketed
locally as WDGS. Due to the increased “shelf life” of DDGS, we have various marketing optiodis for this product. The
facility will require an estimated 38 million bushels of corn per year. The proposed site is 292-acres and is currently under an
option to purchase through July 31, 2007. We obtained an air permit for this project in September 2006 and on March 1,
2007, we entered into an EPC Contract with Lurgi, Inc., or Lurgi, for the construction of the facility. The Yuma EPC
Contract will become fully effective upon issuance of a notice to proceed following completion of financing. Accordingly,
we are actively secking the debt and additional equity financing required to commence construction of the Yuma facility.

Haskell Facility. The Haskell, Kansas facility is also designed to produce approximately 105 million gallons of
denatured cthanol per year. Similar to our Hereford facility, the Haskell facility will generate process steam by gasifying
cattle manure collected from local feedlots and also be equipped-with a back-up natural gas boiler, In addition to ethanol, the
facility is currently expected to produce approximately 312,000 tons per year (on a dry matter basis) of WDGS, which will be
marketed to the local feedlots. We estimate that the facility will process approximately 38 million bushels of corn per year.
The proposed site is 1,120-acres and is currently under an option to purchase through February 1, 2008. We have received air
permits and a waste water discharge permit from the appropriate governing authorities for the Haskell project. We are
currently engaged in discussions with various EPC contractors and plan to proceed with seeking the debt and additional
equity financing required to commence construction of the Haskell facility once an EPC agreement is executed,

Other. In addition, we are currently planning the development of several other ethanol projects in Texas and the
Midwest. Each of these projects is in various stages of development. Depending on the then current market conditions, we
also anticipate that we may develop or make additional investments in various assets related to ethanol facilities including
railcars, trucks, ethanol pipelines, storage and terminal facilities, grain storage elevators and shuttle train loading facilities.

To finance our ongoing development and capital needs, we will need to incur additional indebtedness, issue additional
securities and/or sell interests in or form partnerships or joint ventures to develop our specific projects. Any such transactions
may be consummated by Panda Ethanol or by the particular subsidiaries of Panda Ethanol that own and are developing the
specific ethanol projects. Any such dispositions of interests in the specific projects may result in a deconsolidation of these
project subsidiaries, depending on the aggregate ownership percentage retained by us or our subsidiary, from our
consolidated financial results and may result in a material decrease in our interest in, and control over, such projects. No
assurance can be given that any such financings, sales of interests or securities, or formations of partnerships or joint ventures
may be consummated or that we will be able to obtain the necessary amounts to fund these development costs and capital
needs. There can also be no assurance that we will be successful in our efforts to develop, construct and operate one or more
ethanol plants. Even if we meet all of these objectives and begin operations successfully, there can be no assurance that we
will be able to operate profitably. For more information on possible financing and development proposals relating to our
various projects, see “ [tem 7—Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Resources” beginning on page 42.




Panda Ethanol’s principal executive offices are located at 4100 Spring Valley, Suite 1002, Dallas, Texas 75244. Panda
Ethanol’s telephone number is ($72) 361-1200.

History of Panda Ethanol

As Panda Energy International, Inc., or Panda Energy, the former parent company of Panda Ethanol—Delaware, began
developing a portfolio of ethanol projects, it recognized the need to segregate its ethanol-related projects and resources to
provide a vehicle for growth within the ethanol market. in May 2006, Panda Energy formally completed this separation by
incorporating Panda Ethanol, Inc. in Delaware and contributing its ethanol-related assets to Panda Ethanol—Delaware. Until
June 7, 2006, Panda Ethanol—Delaware was a wholly-owned subsidiary of Panda Energy. On June 7, 2006, Panda Ethanol-—
Delaware closed a private placement of approximately 14.9 million shares of its common stock for total gross proceeds of
approximately $90.0 million. After the private placement, Panda Energy owned 48% of the issued and outstanding shares of
common stock of Panda Ethanol—Delaware. The proceeds from the private placement are being used to help finance the
construction and operation of the Hereford facility.

On November 6, 2006, Panda Ethanol—Delaware merged with and into Cirracor, a Nevada corporation formed in
October 2001, pursuant to a merger agreement dated May 18, 2006. Cirracor was formerly engaged in the business of
designing and building web sites and web applications and provided web development services to enterprises of varying
sizes. The surviving company of the merger changed its name from “Cirracor, Inc.” to “Panda Ethanel, Inc.” and remains
incorporated in the State of Nevada. Pursuant to the merger, each outstanding share of common stock of Panda Ethanol—
Delaware was converted into the right to receive one share of Cirracor common stock with a total of 28,800,000 shares of
Cirracor common stock issued for 28,800,000 shares of Panda Ethanol—Delaware common stock.

On December 1, 2006, we sold 1,066,667 shares of our common stock in a private placement for total proceeds of $8
million, which is being used to fund working capital and project development cxpenses. Of these shares, 400,000 were
purchased by Panda Energy. Panda Energy now beneficially owns 45.8% of our common stock.

Panda Ethanol anticipates that each of its projects will be owned by a single-purpose, wholly-owned subsidiary of
Panda Ethanol and operated through an affiliate of Panda Ethanol. Panda Hereford Ethanol, L.P., Panda Yuma Ethanol, L.P.
and Panda Haskell Ethanol, L.P., for example, were formed to develop and own the Hereford, Yuma and Haskell projects,
respectively.

Panda Ethanol anticipates that debt for the construction of its facilities will be incurred at the subsidiary level and will
be non-recourse to Panda Ethanol. In July 2006, Panda Hereford Ethanol, L.P. completed project level debt financings
aggregating approximately $188.1 million.

History of Panda Energy

Panda Ethanol’s founder and current largest stockholder, Panda Energy, has developed, financed, constructed, owned
and operated power generation facilities and other large scale, energy-related projects worldwide since 1982. Its
accomplished team of professionals, many of whom are now dedicated Panda Ethanol employees, have developed, structured
and financed complex, capital-intensive energy projects representing more than 9,000 megawatts of clean-cnergy technology
with a total cost of over $5 billion. Some of the highlights of Panda Energy’s history include the following:

+  Partnered with leading industry and financial participants in domestic and international project financing,
construction, ownership and operation of independent power projects.

[




*  Managed the construction of projects with multi-national contractors including Duke-Fluor Daniel, Raytheon,
Hawker-Siddley, Harbin Power Engineering, China Gezhouba Construction, and SNC Lavalin.

+  Designed, sited, financed and concurrently constructed two gas-fueled merchant electric generation facilities,
which, at the time of construction, were the largest such facilities in the U.S., totaling 4,400 MW, with $2.8
billion financing and more than 4,000 workers onsite at peak construction,

+ . Obtained fuli Federal Energy Regulatory Commission, or FERC, approval for, financed and constructed a 42-
mile long, 30-inch wide interstate natural gas pipeline capable of moving 430 million standard cubic feet per day,
at a cost of $35 million, without using rights of condemnation.

+  Obtained the first U.S. capital markets financing for construction of a power plant in China.

+ Financed, constructed and operated the first U.S. sponsored run-of-the-river hydroelectric project in Nepal at a
cost of approximately $98.2 million.

«  Ina model for public/private partnerships, Panda Energy helped improve the Sparta underground aquifer in
Union County, Arkansas which was facing damage from over production. Panda Energy designed, financed and
constructed a 65 million gallon per day river water intake structure, clarification facility and 48-inch
transportation pipeline at a cost of approximately $50 million—then transferred ownership and operation to the
Union County Water Conservation Board.

We belicve we are positioned to benefit from Panda Energy’s experience, relationships and experiencéd management
team and employee base. Each member of our management team has served in a leadership role at Panda Energy, and most of
our employees are also former employees of Panda Energy.

Competitive Strengths
Our competitive strengths include the following:

*  Proven Management Team. Our current management team is primarily comprised of former members of the
management team of Panda Energy. This management team has successfully developed, financed, constructed,
owned and operated power generation facilities and other large scale, energy-related projects worldwide. Since
its inception in 1982, Panda Energy successfully developed over 9,000 total megawatts of power generation.- We
believe we are well-positioned to benefit from our management team’s experience in the development and
operation of large scale energy projects. Each member of our management team has between 10 and 40 years of
experience within their respective disciplines in the energy and ethanol production industries and has served in a
leadership role at Panda Energy.

< Srtrategic Sites with Distinct Cost Advantages. Certain of our facilities, such as the Hereford facility, will be
strategically located near cattle feed lots. We anticipate that biomass gasification technology. will allow the
utilization of locally available cattle manure to meet the process steam needs of the ethanol production process,
which will greatly reduce overall energy and transportation costs and reduce the impact of energy price volatility
associated with natural gas at these facilities. These facilities will also have access to a large, local wet distillers
grains market, which we believe will reduce the need to dry the grains and théreby reduce operating, -
transportation and capital costs. In addition, we should receive more net revenues for our grains because wet
distiller grains typically yield higher prices than dry distiller grains.

*  Producer of Scale. We are developing large facilities, anticipated to produce 100 million or more gallons of
denatured ethanol per year, that will operate on a continual basis and allow economies of scale over smaller
plants that are currently operating or in development or construction stages, Furthermore, our development
pipeline of projects is significant and represents approximately 630 million gallons of publicly announced annual
production capacity which, if realized, would establish us as one of the leading producers of ethanol in the
industry.




Use of New and Developing Technologies. In an effort to take advantage of the rapid advances in the ethanol
industry, one of our priorities is to identify and evaluate new and developing technologies that have been proven
in the industry. In addition, we are developing our projects to allow for upgrades and enhancements without
rendering the related facilities obsolete.

Business Strategy

Our objective is to help meet the nation’s need for clean, economic, alternative energy sources that will decrease the
nation’s dependence on imported fossil fuels. We expect to capitalize on economic benefits and public policy drivers for
renewable fuels such as ethanol and biodiesel and to develop cost-competitive production facilities. Key elements of our
strategy to achieve this objective include:

Leverage experience of our accomplished management team. With a management team comprised of seasoned
exccutives from Panda Energy, we intend to leverage the experience of our management team in the
development, financing, construction and operation of large scale, energy-related projects by applying core
principals and disciplines from the energy industry to the ethanol industry. In addition, we hope to build on our
management team’s history of implementing innovative and complex sales structures for various products by
applying and benefiting from innovative new technologies for ethanol production and associated by-products.

Develop new production capacity. We intend 1o capitalize on the growing U.S. demand for ethanol by
developing significant production capacity over the next several years. In pursuing our strategy for growth, we
seek to develop large-scale facilities with continual operations, leverage the experience of our management team,
build upon our significant work in development and identification of projected sites and incorporate technology
improvements. :

Focus on cost efficiency. We plan to take advantage of our large production capacity and greater economies of
scale to become more energy efficient and increase yield. We anticipate that our etharol facilities will, where
available, utilize manure-fueled gasification technology as a thermal energy source. In such locations, in addition
to low-cost biomass, we anticipate that we will have access to a large WDGS market, a nationwide market for
DDGS, favorable cthanol transportation dynamics and certain economies of scale that we believe will create an
operational cost advantage.

Explore alternative technologies. We are implementing biomass gasification systems at many of our facilities.

* These systems should allow us to keep down our energy costs by using biomass, such as cattle manure, cotton

gin trash, switchgrass, straw, corn stover and other fibrous materials, as a substitute energy source in place of
natural gas. We have also investigated the developing process of extracting com oil during the ethanol -
production process and selling corn oil or using it to produce biodiesel, a clean burning alternative fuel that can
be used in diesel engines with petroleum diesel to lower emissions and improve lubricity. If corn oil extraction
recovery rates are improved, we may be able o produce biodiesel economically, which could increase the value
of our co-products. We are closely following and anticipating development in this area.

Implement a vertical integration strategy. We desire to not only be a leading ethanol producer, but to lead efforts
in the entire cycle of ethanol distribution and sale. We would like to vertically integrate the ethanol production
process throughout the ethanol supply chain from production to final user. Depending on then current market
conditions, we anticipate that we may develop or make additional investments in various assets related to ethanol
production including ethanol pipelines, storage and terminal facilities, including grain origination and destination
facilities and storage clevators for grain loading and unloading, new logistics and shipping options, physical and
financial trading and swaps, rail, barge and truck-infrastructure and state of the art data capture and transmission.
The shipping and infrastructure efforts may encompass barge operations, grain and ethanol loading and off
loading facilities and investigation of pipeline shipping options for ethanol. We may also evaluate and pursue
opportunities for expansion of our business through acquisitions that we believe will add production capacity or
further our goal of achieving vertical integration.




Industry Background

Ethanol is a type of alcohol produced by the fermentation of plant starches and sugars. In the United States, ethanol is
typically produced from corn and other grain products, although in the future it may be economically produced from other
biomass resources such as agricultural and forestry wastes or specially grown energy crops.

Ethanol is marketed across the U.S. as a gasoline blend component that serves as a clean air additive, an octane
enhancer and a renewable fuel resource. It is blended with gasoline (i) as an oxygenate to help meet fuel emission standards,
(i) to improve gasoline performance by increasing octane levels and (iii) to extend fuel supplies. A small but growing
amount of ethanol is also used as E8S, a renewable fuels-driven blend comprised of up to 85% ethanol.

Generally, ethanol is sold through contracts which are typically six months in duration. Ethanol is generally priced
using one of three methodologies: a negotiated fixed price, a price based upon the spot market price of ethanol at the time of
shipment plus or minus a fixed amount, or a price based upon the price of wholesale gasoline plus a fixed amount. The
principal factors historically affecting the price of ethanot are:

o The price of gasoline. Because ethanol is sold in both discretionary markets as well as in markets where
reformulated gasoline, or RFG, is required in order to meet federal and state fuel emission standards, and is used
as both an additive to, and substitute for, gasoline, the price of ethanol over the long term has been highly
correlated to the price of gasoline, which closely follows the price of oil;

*  Federal ethanol tax incentives. The Yolumetric Ethanol Excise Tax Credit, or VEETC, provides a $0.51 cent per
gallon payment and incentive to refiners who blend ethanol with gasoline, This federal tax incentive enables
refiners and blenders to pay a premium for ethanol relative to the price of gasoline since the higher price for the
ethanol is offset by the amount of the tax credit. As a result, the per galton price for ethanol has generally traded
around the price of wholesale gasoline plus the value of the VEETC; and

s Ethanol industry fundamentals (i.e. capacity and demand). The ethanol industry has experienced significant
growth in recent years, both in terms of supply capacity and demand. In periods when supply has exceeded
demand, the price of ethanol has tended to fall below the cost of wholesale gasoline plus the value of the
VEETC. In periods when demand outpaced supply, the price of ethanol tended to be at or above the cost of
wholesale gasoline plus the value of the VEETC. See “Item 1 A—Risk Factors—Risks Related to the Ethanol
Industry—We operate in a highly competitive industry with low barriers to entry. In addition, if the expected
increase in ethanol demand does not occur, or if the demand for ethanol otherwise decreases, there may be excess
capacity in our industry.”

According to recent industry reports, approximately 95% of domestic ethanol has been produced from corn
fermentation and, as such, is primarily produced in the Midwestern com-growing states. The principal factor affecting the
cost to produce ethanol is the price of corn. See “Item 1A—Risk Factors—Risks Related to Our Ethanol Production—Qur
business is dependent upon the availability and price of corn. Significant disruptions in the supply of corn would materially
affect our operating results. In addition, since we generally cannot pass on increases in corn prices to our customers
continued periods of historically high corn prices may also materially adversely affect our operating results,”

According to the RFA, the U.S. fuel ethanol industry has experienced rapid growth, increasing annual production from
1.6 biliion gallons in 2000 to 4.9 billion gallons in 2006. In addition, there is a significant amount of capacity being added to
our industry. According to the RFA website, approximately 6.4 billion gallons per year of production capacity was under
construction as of March 13, 2007. Increases in ethanol demand have been driven by recent trends as more fully described
below:

«  Emission reduction. Ethanol is an oxygenate which, when blended with gasoline, reduces vehicle emissions.
Ethanol’s high oxygen content burns more completely than gasoline, emitting fewer pollutants into the air,
Ethanol demand increased substantially after 1990 when federal law began requiring the use of oxygenates (such
as ethanol or methyl tertiary butyl ether, or MTBE) in RFG in cities with unhealthy levels of air pollution on a
seasonal or year round basis. Although the federal oxygenate requirement was eliminated in May 2006,
oxygenated gasoline continues to be used in order to help meet separate federal and state fuel emission standards.
Historically, refiners chose MTBE over ethanol as the main oxygenate in RFG in cities outside of the Midwest
because MTBE could be blended at the refinery and shipped through existing pipelines. Twenty-five states have
now banned, or significantly limited the use of MBTE, including California and New York. Accordingly, the
refining industry had to greatly reduced the use of MTBE, making ethanol the primary clean air alternative




oxygenate currently used. See “—Legislation—State legislation banning or significantly limiting the use of
MTBE.”

«  Energy Independence. The U.S.’s dependence on foreign oil has increased every year. The EIA states that out of
the 20.8 million barrels of petroleum consumed per day by the U.S. in 2005, 66% was imported. This
dependency is expected to rise to an estimated 70% by 2030. Political instability and attacks on oit infrastructure
in the major oil producing nations periodically disrupt the flow of oil and have added a “risk premium” to world
oil prices. At the same time, demand for oil has increased as developing nations such as China and India continue
to industrialize. As a result, world oil prices topped $70/barrel several times in 2005 and 2006 and averaged
above $60/barrel in 2006. Ethanol is a domestic, renewable source of energy, and thus could increase the
availability of domestic fuel supplies and reduce the U.S. dependence on foreign oil. In 2006, the RFA calculated
that ethanol usage reduced the U.S. trade deficit by $11 billion by eliminating the need to import 170 million
barrels of oil.

o Octane enhancer, Ethanol, with an octane rating of 113, is used to increase the octane value of gasoline with
which it is blended, thereby improving engine performance. It is used as an octane enhancer both for producing
regular grade gasoline from lower octane blending stocks (including both reformulated gasoline blendstock for
oxygenate blending, or RBOB, and conventional gasoline blendstock for oxygenate blending, or CBOB, and for
upgrading regular gasoline to premium grades.

s Fuel stock extender. According to the EIA, while domestic petroleum refinery output has increased by
approximately 27% from 1980 to 2005, domestic gasoline product supplied has increased 39% over the same
period. By blending cthanol with gasoline, refiners are able to expand the volume of the gasoline they are able to
sell.

«  Growth in E85 usage. E85 is a blended motor fuel containing 85% ethanol and 15% gasoline and, according to
the RFA annual report, is currently sold at approximately 1,120 stations across the United States. E85 can be
used in approximately 6 million Flexible Fuel Vehicles presently on the road. Although EBS currently represents
less than 1% of the ethanol market, automakers such as Ford Motor Company and General Motors have recently
announced initiatives to double flexible fuel vehicle production, Additionally, several states, such as New York,
Pennsylvania, Michigan and Missouri, have launched “Ethanol Corridor” initiatives which call for availability of
ES8S fuel at every service station along a major interstate,

The positive emissions and engine performance attributes of ethanol have, in part, led to a number of legislative
proposals intended to increase the usage of ethanol and renewable fucls generally. Several of these proposals are highlighted
below.

«  The VEETC, which was recently extended until 2010, allows those who blend ethanol with gasoline to take a
$0.51 excise tax credit for each gallon of ethanol they use, or $0.051 per gallon of gasoline sold at a'blend rate of
10%. The proposed Renewable Fuels and Energy Independence Act of 2007, as currently drafted, would
permanently extend this blender tax credit. in addition, a tariff of $0.54 per gallon is generally levied on certain
imported ethanol, which Congress has recently extended until January 1, 2009.

»  The Energy Policy Act of 2005 included a nationwide renewable fuels standard, or RFS, as a replacement for the
federal oxygenate requirement. The RFS establishes minimum nationwide levels of renewable fuels, such as
ethanol. The RFS increases from 4.0 bitlion gallons of RFS required usage in 2006 to 7.5 billion gallons by 2012.
Several states, such as Minnesota, Montana and Hawaii have enacted their own renewable fuel standards, which
in some instances cxceed federally-mandated targets.

«  Most recently, President Bush announced, in his 2007 State of the Union address, support for reducing gasoline
usage by 20% from current levels by 2017, and proposing an increase in the federally-mandated usage of
renewable fuels, which includes corn ethanol, to 35 billion gallons per year by 2017. We believe that continued
legislative support for renewable fuels, combined with the positive performance and environmental
characteristics of ethanol, will support increases in ethanol demand in the future.




Ethanol Production Process

The production of ethano! from corn can be accomplished through one of two separate processes: wet milling and dry
milling. The main difference between the two processes is in the initial freatment of the grain and the resulting co-products.
We plan to use the dry milling process in our production of ethanol. We anticipate that our dry mill will yield approximately
2.8 gallons of denatured ethanol per bushe! of corn.

Dry Milling

In our dry milling process, the entire corn kernel is first ground into flour, which is referred to in the industry as
“meal,” and processed without separating out the various component parts of the grain. The meal is processed with enzymes,
ammonia and water, and then placed in a high-temperature cooker to reduce bacteria levels ahead of fermentation. It is then
transferred to fermenters where yeast is added and the conversion of sugar to ethanol begins, The fermentation process
generally takes about 40 to 50 hours. After fermentation, the resulting liquid is transferred to distillation columns where the
ethanol is separated from the remaining “stillage” for fuel uses. The anhydrous ethanol is then blended with approximately
4.75% denaturant, such as gasoline, to render it undrinkable and thus not subject to beverage alcohol tax. With the starch
elements of the corn consumed in the above described process, the principal co-product produced by the dry milling process
is distillers grains with solubles, or DGS. DGS is sold as a protein and energy source for animal feed. Distillers grains are
used in animal feed in both wet (WDGS) and dry (DDGS) forms. Sales of DGS to livestock and feed producers recover a
significant portion of the total corn cost. Panda Ethanol aims to recover approximately 35-40% of its corn costs related to its
dry milling process through its sale of DDGS and WDGS.




Corn to Ethanol Conversion Process

The following graphic depicts the ethanol cycle from field to market for a biomass combustion syste'm utilizing cattle

manure, such as the Hereford facility:
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Ethanol Co-Products

Distillers grain with solubles. A co-product of dry milling ethanol production, DGS is a high-protein and high-energy
animal feed. DGS consists of the concentrated nutrients (protein, fat, fiber, vitamins and minerals) remaining after the starch
in the corn is converted to ethanol. DGS is a common ingredient in cattle diets, and is seeing increased utilization in poultry,

swine and other livestock feed.

Our facilities will utilize the latest DGS production technology and produce high quality, or golden, DGS, which
commands a premium over products from less modern plants. Golden DGS has higher availability of nutrients and is more

easily digested than other products.

DGS is sold in two forms: WDGS and DDGS. WDGS is similar to DDGS except that the final drying stage of DDGS
is bypassed and the product is sold as a wet feed containing 35% to 50% dry matter, as compared to DDGS, which contains
about 90% dry matter. WDGS is an excellent livestock feed with somewhat better nutritional characteristics than DDGS
because it has not been exposed to the heat of drying. WDGS is sold locally because of the higher cost of transporting the wet

product to distant markets and its shorter shelf life.

95-car ynit trans ship denatured ethanol
ta blenders in CA, TX, CC, etc.




Most distillets grain produced by ethanol facilities is produced in the Midwest and is being dried by those
facilities. Due to the unique livestock markets in which our manure-fueled facilities are situated, we will not be required to
dry all the distillers grains produced. This creates several advantages over having to dry the product. In addition to the
nutritional advantage that WDGS has over DDGS, WDGS also possesses ration “conditioning” properties that reduce the
time associated with training the livestock to make the DGS a part of their diet. The use of WDGS also reduces overall
energy costs by eliminating the costs associated with drying the DGS. DDGS also become hard to handle as they are
transported because of density and moisture problems causing the product to harden or set up. We anticipate that
transportation cost savings will be a substantial advantage to the economic performance of our projects as feed yards and the
growing dairy cattle market create the most concentrated demand markets in the U.S.

Overview of Raw Material Supply, Pricing and Hedging

We will seek to mitigate our exposure to commodity price fluctuations by purchasing forward a portion of our corn
requirements on a fixed price basis and by purchasing corn and natural gas futures contracts. To mitigate ethanol price risk,
we plan to sell a portion of our production forward under fixed price and indexed contracts. The indexed contracts are
typically referenced to a futures contract such as unleaded gasoline on the NYMEX, and we may hedge a portion of the price
risk associated with index contracts by selling exchange-traded unleaded gasoline contracts. We believe our strategy of
managing exposure to commodity price fluctuations will reduce somewhat the volatility of our results.

Corn procurement and hedging strategy. We plan to employ the following corn procurement methods and related
hedging strategies:

»  we will purchase comn through spot cash, fixed-price forward and delayed pricing contracts; and

+  we will utilize hedging positions in the corn futures and options markets on the Chicago Board of Trade, or
CBOT, to manage the risk of excessive corn price fluctuations or to lock in specific “crush” margins for a portion
of our com requirements. The “crush” is generally defined as the net profit or loss of fixed'and variable cost
associated with producing a specific amount of ethanol in a specific time frame netted against the value of
proceeds of ethanol and all co-products for that same time frame.

We will utilize futures and options positions on the CBOT to hedge a portion of our exposure to corn price risk. In
addition, our facilitics will have significant corn storage capacity to help protect against potential supply disruptions. We
intend to maintain inventories of corn at each of our facilities. These inventories will range generally from 10 to 45 days of
supply, depending on the time of year, the current market price for corn and other factors.

Natural gas procurement and hedging strategy. We will be subject to market risk with respect to our supply of natural
gas that is consumed in the ethanol production process and which can be subject to volatile market conditions. Natural gas
prices and availability are affected by weather conditions and overall economic conditions. Accordingly, we plan to hedge a
portion of our exposure to natyral gas price risk from time to time by using fixed price or indexed exchange-traded futures
contracts.

Unleaded gasoline hedging strategy. Because some of our contracts to sell ethanol will be priced based on the price of
unleaded gasoline, we plan to establish from time to time an unleaded gasoline hedge position using exchange-traded futures
to reduce our exposure to unleaded gasoline price risk.

Marketing Arrangements

Ethanol marketing. From a strategic viewpoint, we are developing relationships with existing and potential ethanol
buyers to be able to market and sell cur product. For the Hereford plant, the Yuma plant and the Haskell plant, this initially
will be through a marketing agreement with Aventine Renewable Energy, Inc., or Aventine, for the marketing, billing, receipt
of payment and other administrative services for substantially all of the ethanol that we will produce at these facilities. Under
the terms of the agreements, we will sell our ethanol to Aventine for the price at which Aventine resells the cthanol, less costs
of distribution and a sales commission. The agreements each have a two-year term,

We have also entered into an agreement with Aventine that contemplates the formation of an Aventine-administered
pool comprised entirely of ethanol from Panda Ethanol owned and/or operated facilities. Panda Ethanol would have the
option to form such a pool through a wholly-owned subsidiary once it has three or more ethanol facilities in production and
under marketing contracts with Aventine,
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In connection with marketing and selling our own ethanol, we will need to establish our own marketing, distribution,
transportation and storage infrastructure. This will involve obtaining sufficient numbers of railcars and storage depots near
our customers and at other strategic locations to ensure efficient delivery of our finished ethanol product. We will also need
to hire or outsource a marketing and sales force and logistical and other operational personnel to properly staff our
distribution activities. In addition, we expect that our senior management will need to devote a larger portion of their time to
the management of sales, marketing and distribution activities. Accordingly, an Aventine administered pool consisting of
100% of our own ethanol, if realized, would give us flexibility in the marketplace and the ability to phase in our own
marketing efforts, depending on then current marketing conditions.

Distillers grains marketing. We will market our distillers grains both nationally and locally cither through our sales
force or through third party marketers. Our DDGS will be primarily marketed nationally to agricultural customers for use in
commercial feed. Our WDGS will be sold to agricultural customers for use in animal feed that is produced and consumed
locally. These sales will be made pursuant to agreements typically lasting from six to twelve months. In markets with
sufficient local livestock populations, we will market the DGS production as WDGS. To prevent depressing the local market
price of DGS, in areas without sufficient livestock numbers to easily utilize the full plant production as WDGS, portions of
the production will be dried and sold as DDGS. DDGS sales will typically be focused in areas of livestock concentration
greater distances from the plant than wet product can be economically shipped.

Financing and Development Risks

To finance our ongoing development and capital needs, we will need to incur additional indebtedness, issue additional
securities and/or sell interests in or form partnerships or joint ventures to develop our specific projects. Any such transactions
may be consummated by Panda Ethanol or by the particular subsidiaries of Panda Ethanol that own and are developing the
specific ethanol projects. Any such dispositions of interests in the specific projects may result in a deconsolidation of these
project subsidiaries, depending on the aggregate ownership percentage retained by Panda Ethanol or its subsidiary, from the
consolidated financial results and may result in a material decrease in our interest in, and control over, such projects. No
assurance can be given that any such financings, sales of interests or securities, or formations of partnerships or joint ventures
may be consummated or that we will be able to obtain the necessary amounts to fund these development costs and capital
needs. There can also be no assurance that we will be successful in its efforts to develop, construct and operate one or more
ethanol plants. Even if we meet all of these objectives and begin operations successfully, there is no assurance that we will be
able to operate profitably.

Competition

The market in which we will sell our ethanol is highly competitive. We believe that our ability to compete successfully
in the ethanol production industry depends on many factors, including the following principal competitive factors:

s price;

+  reliability of our production processes and delivery schedule;
»  volume of ethanol produced and sold;

= proximity to ethano! and WDGS markets;

*  management team;

« facility size—economies of scale;

»  double loop track;

» 45 day corn storage capacity at certain facilities;
»  biomass application for process stcam at certain facilities;
. price of raw materials, including corn, natural gas and steel;
»  EPC contractor availability; and
»  price and availability of labor.
With respect to distillers grains, we will compete with other suppliers (i.e., other ethanol producers) as well as a

number of large and smaller suppliers of competing animal feed. We believe the principal competitive factors are price,
proximity to purchasers and product quality.
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Legislation

Energy Policy Act. The Energy Policy Act established minimum annual volumes of renewable fuel to be used by
petroleum refiners in the fuel supply. The annual requirement grows to 7.5 BGY by 2012. Also, the Energy Policy Act did
not provide liability protection to refiners who use MTBE as a fuel additive. Given the extent of the environmental concerns
associated with MTBE, we believe that this will serve as a catalyst to hasten the replacement of a significant portion of the
remaining MTBE volumes with ethanol in the near future. Finally, the Energy Policy Act removed the oxygenate
requirements that were put in place by the Clean Air Act. The Energy Policy Act also included anti-backsliding provisions,
however, that require refiners to maintain emissions quality standards in the fuels that they produce, thus providing a source
for continued need for ethanol.

There is the potential that some or all of the RFS may be waived. Under the Energy Policy Act, the U.S. Department of
Energy, in consultation with the Secretary of Agriculture and the Secretary of Energy, may waive the renewable fuels
mandate with respect to one or more states if the Administrator of the U.S. EPA determines that implementing the
requirements would severely harm the economy or the environment of a state, a region or the U.S., or that there is inadequate
domestic supply to meet the requirements. ‘

The federal blenders' credit. First implemented in 1979, the federal excise tax incentive program allows gasoline
distributors who blend ethanol with gasoline to receive a federal excise tax rate reduction of $0.51 per gallon of ethanol. The
incentive program is scheduled to expire in 2010 (unless extended).

The federal Clean A ir Act. The use of ethanol as an oxygenate is driven, in part, by environmental regulations. The
federal Clean Air Act requires the use of oxygenated gasoline during winter months in areas with unhealthy levels of carbon
monoxide. ‘

State legislation banning or significantly limiting the use of MTBE. In recent years, due to environmental concerns,
" 25 states have banned, or significantly limited, the use of MTBE, including California, Connecticut and New York. Ethanol
has served as a replacement for much of the discontinued MTBE volumes and is expected to continue to replace future
MTBE volumes that are removed from the fuel supply.

Federal tariff on imported ethanol. In 1980, Congress imposed a tariff on foreign produced ethanol, made from sugar
cane, to encourage the developiment of a domestic, corn-derived ethanol supply. This tariff was designed to prevent the
federal tax incentive from benefiting non-U.S. producers of ethanol. The tariff is $0.54 per gallon and is scheduled to expire
in 2009 (unless extended}.

Ethanol impotts from 24 countries in Central America and the Caribbean Islands are exempted from the tariff under the
Caribbean Basin Initiative, which provides that specified nations may export an aggregate of 7.0% of U.S. ethanol production
per year into the U.S., with additional exemptions from ethanol produced from feedstock in the Caribbean region over the
7.0% limit. As a result of new plants under development, we believe imports from the Caribbean region will continue, subject
to the limited nature of the exemption.

There is a flat 2.5% ad valorem tariff on all imported ethanel. The duty, however, does not apply to certain countries
under free trade agreements. For example, NAFTA allows Canada and Mexico to export ¢thanol to the United States duty-
free. Canada and Mexico are exempt from duty under the current NAFTA guidelines.

The federal blenders’ credits and tariffs, as well as other federal and state programs benefiting ethanol, generally are
subject to U.S. government obligations under international trade agreements, including those under the Werld Trade
Organization Agreement on Subsidies and Countervailing Measures. Consequently, they might be the subject of challenges
thereunder, in whole or in part.

See “Item 1A—Risk Factors—Risks Related to Government Regulation—The U.S. ethanol industry is highly
dependent upon a myriad of federal and state legislation and regulation, and any changes in legislation or regulation could
materially adversely affect our results of operations and financial condition” beginning on page 31, and “Ttem i A—Risk
Factors—Risks Related to Government Regulation—Federal regulations concerning tax incentives could expire or change
which could reduce our revenues” beginning on page 32.
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Environmental Matters

Our planned future operations will be subject to various federal, state and local environmental laws and regulations,
including those relating to the discharge of materials into the air, water and ground: the generation, storage, handling, use,
transportation and disposal of hazardous materials; and the health and safety of our employees and other health and safety
matters. These laws, regulations and permits also can require expensive pollution control equipment or operational changes to
limit actual or potential impacts to the environment. A violation of these laws and regulations or permit conditions can result
in substantial fines, natural resource damage, criminal sanctions, permit revocations, injunctions and/or facility shutdowns.
We do not anticipate a material adverse effect on our business or financial condition as a result of our efforts to comply with
these requirements.

There is a risk of liability for the investigation and clcanup of environmental contamination at each of the properties
that we will own or operate and at off-site locations where we have arranged or will arrange for the disposal of waste
materials or hazardous substances. If these substances are disposed.of or released at sites that undergo investigation and/or
remediation by regulatory agencies or by private parties, we may be responsible under the federal Comprehensive
Environmental Response, Compensation and Liability Act (CERCLA), analogous state statutes, or other environmental laws
for all or part of the costs of investigation and/or remediation and for damage to natural resources. We may also be subject to
related claims by private parties alleging property damage and personal injury due to exposure to hazardous or other
materials at or from these properties. Some of these matters may require us to expend significant amounts for investigation
and/or cleanup or other costs. Panda Ethanol has reccived no notice of any material environmental liabilities relating to
contamination at or from its facilities or at off-site locations where it has transported or arranged for the disposal of hazardous
substances or waste materials.

In addition, new laws, new interpretations of existing laws, increased governmental enforcement of environmental laws
or other devclopments could require us to make additional significant expenditures. We anticipate that the regulation of our
business operations under environmental laws and regulations will increase and become more stringent over time. Continued
government and public cmphasis on environmental issues can be expected to result in increased future investments for
environmental controls at our planned ethanol facilities. Present and future cnvironmental laws and regulations (and related
interpretations) applicable to our planned future operations, more vigorous enforcement policies and discovery of currently
unknown conditions may require substantial capital and other cxpenditures. Our air emissions will be subject to the federal
Clean Air Act, the federal Clean Air Act Amendments of 1990 and similar state and local laws and associated rcgulations.
The U.S. EPA has promulgated National Emissions Standards for Hazardous Air Pollutants, or NESHAP, under the federal
Clean Air Act that could apply to facilities that we own or operate if the emissions of hazardous air pollutants exceed certain
thresholds. :

In addition to costs for achicving and maintaining compliance with these laws, more stringent standards may also limit
our operating flexibility. We believe that compliance with more stringent air emission control or other environmental laws
and regulations is not likely to materially affect our competitive position.

The hazards and risks associated with producing and transporting our products, such as fires, natural disasters,
explosions, abnormal pressures, blowouts and pipeline ruptures also may result in personal injury claims or damage to
property and third parties, as well as fines and penalties under applicable environmental law. As protection against operating
hazards, we maintain and plan to maintain insurance coverage against some, but not all, potential losses. Our coverage
includes, or will, when appropriate, include, physical damage to assets, employer’s liability, comprehensive general liability,
automobile liability and workers’ compensation. We believe that our insurance is and will be adequate and customary for our
industry, but losses could occur for uninsurable or uninsured risks or in amounts in excess of existing insurance coverage. We
do not currently have pending material claims for damages or liability to third parties relating to the hazards or risks of our
business.

.

Our operations arc also governed by laws and regulations relating to workplace safety and worker health, principally
the Occupational Safety and Health Act and its regulations. The Occupational Safety and Health Act hazard communication
standard, the Environmental Protection Agency’s community right-to-know regulations and similar state programs also may
require us to organize and/or disclose information about hazardous materials used or produced in our operations.

Sce “Item 1 A—Risk Factors—Risks Related to Government Regulation—We are subject to extensive environmental
laws and regulations and the cost of compliance and/or non-compliance with extensive environmental laws and regulations
could have a material adverse cffect on our business” beginning on page 32, “Item 1A—Risk Factors—Risks Related to
Government Regulation—We may be subject to legal actions brought by third partics for actual or alleged violations of
certain of our environmental permits or environmental laws and regulations or for the remediation of contamination”
beginning on page 33 and “Item 1 A—Risk Factors—Risks Related to the Development and Construction of our Ethanol
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Plants—We could face environmental permitting, easement or right-of-way issues that may delay or prevent constructmn or
increase our costs” beginning on page 23.

Employées

Currently, we have 52 employees. Pursuant to the terms of a transition services agreement, Panda Energy and its
affiliates provided all of Panda Ethanol’s managers, officers and individuals who perform services related to Panda Ethanol’s
operations, management, marketing, project management, logistics and administration prior to October 1, 2006. Commencing
on October 1, 2006, most individuals then currently subject to the transition services agreement became employees of Panda
Ethanel. Some of these employees currently provide services to Panda Energy pursuant to the same transition services
agreement. Such services are charged to Panda Energy at two times the employee’s effective hourly rate, based upon such
employee’s annual salary. All of these employees are located in the U.S. None of our employees are covered by a collective
bargaining agreement. We have had no labor-related work stoppages, and we believe we have positive relations with our
employees.

Forward-Looking Statements

This annual report contain forward-locking statements, as defined in Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934, that are based on our current expectations, assumptions, beliefs,
estimates and projections about the Company and the ethanol and other related industries. The forward-looking statements
are subject to various risks and uncertainties that could cause actual results to differ materially from those described in the
forward-looking statements. Generally, these forward-looking statements can be identified by the use of forward-looking
terminology such as “anticipate,” “believe,” “continue,” “estimate,” “expect,” “intend,” “may,” “plan,” “project,” “should”
and variations of such words or similar expressions.

ER T

We caution you that reliance on any forward-looking statement involves risks and uncertainties, and that although we
believe that the assumptions on which our forward-looking statements are based are reasonable, any of those assumptions
could prove to be inaccurate, and, as a result, the forward-looking statements based on those assumptions could be incorrect.
In light of these and other uncertainties, you should not conclude that we will necessarily achieve any plans and objectives or
projected financial results referred to in any of the forward-looking statements, We do not undertake to release the results of
any revisions of these forward-looking statements to reflect future events or circumstances. Some of the factors that may
cause actual results, developments and business decisions to differ materially from those contemplated by such forward-
looking statements include the risk factors discussed under “Item 1A—Risk Factors” in this annual report on Form 10-K and
the following:

» the time, cost and ability to complete construction of our ethanol plants;

*  issues arising in connection with the development and construction of our projects, including those relating to
permits, easements, site conditions, workmanship, process engineering, and conflicts of interest;

«  the projected growth or contraction of the ethanol market in which we will operate;
» fluctuations in the market price of ethanol;
*  our business strategy for expanding, maintaining or coniracting our presence in this market and related markets;
«  our ability to obtain the necessary capital to finance our initiatives;
+ the sale of interests in, or entry into, partnerships or joint ventures with respect to specific projects;
*  anticipated trends in our financial condition and results of operations;
*  our ability to distinguish ourselves from our current and future competitors;
*  changes in or elimination of laws, tariffs, trade or other controls or enforcement practices such as;
*  national, state or local energy policy;
+  federal ethanol tax incentives;

+ regulation currently under consideration pursuant to the passage of the Energy Policy Act of 2005, which
contains a renewable fuel standard and other legislation mandating the usage of ethanol or other
oxygenate additives;

« state and federal regulation restricting or banning the use of MTBE,;
»  envirenmental laws and regulations applicable to our operations and the enforcement thereof; and

»  regulations related to homeland security;
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changes in weather and general economic conditions;
overcapacity within the ethanol and petroleum production and refining industries;
total United States consumption of gasoline;

availability and costs of products and raw materials, particularly corn, natural gas, stainless steel and carbon
steel,

labor costs;

labor relations;

fluctuations in petroleum prices;

our or our employees’ failure to comply with applicable laws and regulations;

our ability to generate free cash flow to invest in our business and service our indebtedness;
limitations and restrictions contained in the instruments and agreements governing our and our subsidiaries’
indebtedness; }
our ability to raise additional capital and secure additional financing;

changes in interest rates;

our ability to retain key employees;

liability resulting from actual or potential future litigation;

competition with respect to any of our products;

consolidation in the industry;

plant shutdowns or disruptions at our planned plant;

availability of shuttle trains, rail cars, trucks and barges;

risks regarding a loss of or substantial decrease in purchases by our major ethanol customers or any customer of
our by-products;

risks related to hedging decisions, including whether or not to enter into hedging arrangements and the possibility
of financial losses related to hedging arrangements; and

risks related to diverting management’s attention from ongoing business operations.
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Item 1A. Risk Factors

Risks Related to our Business and Operations

Risks Related to our Company as a Development-Stage Company

We have no operating history of ethanol production, which could result in errors in management and operations, causing
o material adverse effect on our financial condition and results of operations.

We have no history of, or experience in, operating an ethanol production facility. While our management team has
extensive experience developing, constructing and operating large-scale power generation facilities and has been involved in
the development of our ethanol facilities prior to November 2005, and we have begun the process of hiring individuals with
expertise in the ethanol industry, neither of Panda Energy nor Panda Ethanol has prior experience in constructing or operating
an ethanol production facility.

We may be unable to manage the start-up of our facilitics in a timely and cost-effective manner, and any failure by us
to do so would delay our ability to begin producing and selling ethanol. A delay in start-up operations is likely to further
delay our ability to generate revenue and satisfy our or our subsidiaries’ debt obligations and our financial condition and
results of operations could be materially adversely affected. '

We anticipate a period of significant growth, involving the construction and start-up of operations of one or more
ethanol production facilitics. This period of growth and the start-up of our facilities could be a challenge to us.

We may never become profitable.

Our management believes that we will incur significant losses until we are able to successfully complete construction
and commence operations of our facilities. We may not be successful in our efforts to build and operate one or more ethanol
production facilities. In addition, we may not be successful in securing additional financing that will be necessary to build
and operate our ethanol production facilities or to fund our ongoing general and administrative expenses. Even if we
successfully meet all of these objectives and begin operations, we may be unable to operate profitably.

We may not be able to implement our expansion strategy as planned or at all.

We plan to grow our business by investing in ethanol facilities, including expansion, and to pursuc other related
business opportunities which may become available in the future. Development, construction and expansion of ethanol plants
is subject to a number of risks, including zoning and permitting matters, water supply and discharge issues, execution of
construction contracts and ethanol marketing contracts, real estate procurement issues, natural gas pipeline development
issues, adverse weather, defects in materials and workmanship, labor and material shortages, rising construction costs,
transportation constraints, construction change orders, site changes, labor issues and other unforeseen difficulties. Any of
these risks could prevent us from commencing operations at a particular plant as expected or at all.

In addition, we believe that there is increasing competition for suitable ethanol plant sites. We may be unable to find
suitable additional sites for construction of new facilities or other suitable expansion opportunities.

16




We anticipate that we will need additional financing to implement our expansion strategy and we may not have access
to the funding required for the expansion of our business or such funding may not be available to us on acceptable terms. We
may finance the expansion of our business with additional indebtedness, by issuing additional equity securities or by selling
interests in or forming partnerships or joint ventures to develop specific projects. We could face financial risks associated
with incurring additional indebtedness, such as reducing our liquidity and aceess to financial markets and increasing the
amount of cash flow required to service such indebtedness, or associated with issuing additional stock, such as dilution of
ownership and earnings. For a discussion of certain risk factors involved in selling interests in or forming partnerships or
joint ventures, see “—Risks Related to the Development and Construction of our Ethanol Plants—We may sell interests in or
form partnerships or joint ventures to develop specific projects, which could result in a material decrease in our interest in,
and control over, such projects, may affect the consolidation of these projects in our financial statements, and will subject us
to risks related to attracting and maintaining relationships with co-partners and co-venturers” beginning on page 22.

All of our planned facilities will operate under various environmental and regulatory permits. Certain of these permits
are subject to specific volume output limitations. If expansion of any of our facilitics would result in a facility’s volume
output limitation being exceeded, we would be required to either apply for amendments to our existing permits or apply for
entirely new permits. We face the risk that the applicable governmental agencies responsible for issuing permits could either
deny our applications or impose significant constraints which could make our expansion strategy not economically feasible.

We may be unable to meet the administrative and operational needs of our growth strategy effectively, which could resuit
in our inability to adequately increase our sales or to efficiently operate our business.

Our strategy envisions a period of rapid growth that may impose a significant burden on our administrative and
operational resources. The growth of our business, and in particular, the completion of construction of our ethanol facilities
currently under development, will require significant investments of capital and management’s close attention. Our ability to
effectively manage our growth will require us to substantially expand the capabilities of our administrative and operational
resources and to attract, train, manage and retain qualified management, technicians and other personnel. We may be unable
to retain and hire the number of qualified persons necessary to operate our facilities effectively. Until approximately
October 1, 2006, most of our managers, officers and individuals who perform services related to our operations, management,
marketing, project management, logistics and administration were employed by Panda Energy and its affiliates and were
subject to a transition services agreement between Panda Ethanol and Panda Energy. After such date, all of these managers,
officers and other individuals became employees of Panda Ethanol. However, some key personnel continue to perform
services for Panda Energy under the same transition services agreement and may not be able to meet the needs of our growth
strategy. In addition, the transition services agreement has been amended in order to extend the term until June 30, 2007. Our
failure to successfully meet the administrative and operational needs of our growth strategy could result in our inability to
operate our business effectively.

Certain of our managers, officers and employees may have other business and management responsibilities which may
cause conflicts of interest in the allocation of their time and services to our company.

Our managers and officers may have other management responsibilities and business interests apart from our ethanol
projects for an interim or extended period of time. Until approximately October 1, 2006, most of our managers, officers and
individuals who perform services related to our operations, management, marketing, project management, logistics and
administration were employed by Panda Energy and its affiliates and were subject to a transition services agreement between
Panda Ethano! and Panda Energy. After October 1, 2006, all of these managers, officers and individuals became employees
of Panda Ethanol but some key personnel continue to provide services to Panda Energy under the same transition setvices
agreement, which has been amended to extend the term until June 30, 2007. Accordingly, certain of our managers, officers
and employees may experience conflicts of interest in allocating their time and services between us, Panda Energy and its
affiliates. In addition, most of our management owns stock or options in Panda Energy and certain members of management
have outstanding loans to Panda Energy. Such conflicts may compromise such managers’, officers’ and individuals’
performance and efficacy in performing the necessary tasks and functions to our start-up business and ultimately have a
material adverse effect on our business.

17




We are dependent upon our officers and directors, and the loss of any of these pérsons could adversely affect our
operations and results.

We are dependent upon our officers and directors for implementation of our proposed expansion strategy and execution
of our business plan. The loss of any of our officers or directors could have a material adverse effect upon our results of
operations and financial position. We do not maintain “key person” life insurance for any of our officers or directors. The
loss of any of our officers or directors could delay or prevent the achievement of our business objectives,

Conflicts of interest may arise because Mr. Robert Carter, our Chairman, is alse the Chairman and Chief Executive
Officer and a significant stockholder of Panda Energy, our founder and largest stockholder.

Mr. Robert Carter, our Chairman, is also the Chairman and Chief Executive Officer and a significant stockholder of
Panda Energy, our founder and largest stockholder. Mr. Carter has fiduciary duties to Panda Energy which may conflict with
our interests. Mr. Carter, Panda Energy and its subsidiaries may also have pre-existing fiduciary and contractual obligations
to other parties which may conflict with our interests. For example, in the course of his duties for Panda Energy, Mr. Carter
may identify a business opportunity which coutd be appropriate for us, but he might be required to present that opportunity to
Panda Energy as a result of his fiduciary obligations to Panda Energy and its subsidiaries. Panda Encrgy operates in the
energy sector and couid become involved in non-ethanol projects, ventures or investments that are competitive with us. In
addition, there can be no assurance that Mr, Carter, Panda Energy or its subsidiaries will not invest or participate in other
ethanol companies or ventures that compete with us or do business with any of our clients, customers, contractors or
suppliers. ' :

Panda Energy, our largest stockholder, may have the ability to exert significant influence over us and their interests may
not coincide with the interest of other stockholders.

Panda Energy owns approximately 45.8% of our outstanding common stock. As a result, Panda Energy can exert
significant influence on matters requiring stockholder approval, including the election of directors and approval of mergers,
acquisitions, asset sales and other significant corporate transactions. This concentration of ownership may delay or prevent a
change in control of our Company and make some transactions more difficult or impossible without the support of Panda
Energy. The interests of Panda Energy may not always coincide with our interests as a company or the interest of other
stockholders and any conflict of interest may be resolved in a manner that does not favor our other stockholders. In addition,
this significant concentration of share ownership and voting power may adversely affect the trading price for our common
shares because investors may perceive disadvantages in owning stock in companies with a large or controlling stockholder.

Panda Energy operates in the energy sector and could become involved in non-ethanol projects, ventures or
investments that are competitive with us. In addition, there can be no assurance that Panda Energy or its subsidiaries will not
invest or participate in other ethanol companies or ventures that compete with us, or do business with any of our clients,
customers, contractors or suppliers.
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Our management’s time and attention will be divided among our ethanol plants and other related ethanol activities such
as possible acquisitions and fund raising efforts, and each of our ethanol plants will be managed under a similar
management model, which may prevent us from achieving a maximum return Jfrom any one plant.

Our business model calls for us to form wholly-owned business entities to own each of our ethanol plants, which will
be managed by a centralized management team. The demands on our management’s time from one ethanol plant or
managements’ attention to other related activities such as possible acquisitions and fund raising efforts may, from time to
time, compete with the time and attention required for the operation of other ethanol plants. This division of our
management’s time and attention among our ethanol plants and other related activities may make it difficult for us to realize
the maximum return from any one plant. Further, to reduce cxpenses and create efficiencies, we intend to manage each of our
ethanol plants under a similar management model. This common management strategy may aiso result in difficulties in
achieving the maximum return from any one plant. If our common management strategy is not successful or if we are unable
to address the unique challenges of each ethanol plant, the impact of this arrangement likely will be spread among all of our
ethano! plants, resulting in greater potential harm to our business than if each ethanol plant were operated and managed
independently.

If eur principal agreements are terminated or become unfavorable, our projects may fail or be harmed in ways that
significantly reduce our production and revenues and the value of our common stock.

We will be dependent on various contractors, suppliers, lenders and other third parties for the implementation and
financing of each project. If agreements with such parties are terminated or if the terms are amended unfavorably te us, our
projects may be harmed or even fail. Because we will be dependent on the success of several large-scale projects, the
impairment or failure of any of these projects could significantly reduce our production and revenues.

Given that all of our revenue will be primarily derived from the production and marketing of ethanol and ifs co-products,
any disruption in our operations could have a material adverse effect on us.

Our primary source of revenues will be from the sale of ethanol and related co-products that we will produce at our
facilities. We do not have available an alternative line of business in the event that we are unable to operate our ethanol
facilities for any reason. Any delay or stoppage in our anticipated production would substantially reduce our revenues.

Our financial statements include costs allocated from our former parent company, which may not be representative of the
costs we would have incurred as a stand-alone company.

Until October 1, 2006, we had no employees or offices. Prior to that date, our activitics were conducted by Panda
Energy employees in the offices of Panda Energy. Accordingly, our financial statements include development and
administrative expenses allocated from Panda Energy, the former parent company of Panda Ethanol—Delaware. The
allocation methodology is discussed in the section entitled “Item 7—Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Allocation of Expenses from the Parent” beginning on page 41 of this annual report.
These allocations may not necessarily be representative of the actual costs that we would have incurred as a stand-alone
company and, therefore, our financial statements may not be representative of actual results in the future.




Risks Related to our Indebtedness

Through our project subsidiaries, we will have a substantial amount of indebtedness, which may adversely affect our cash
flow and eur ability te operate our business even though we anticipate that all of such debt will be non-recourse to Panda
Ethanol.

Through our project subsidiaries, we anticipate having a significant amount of indebtedness. The extent of the leverage
of our project subsidiaries may have important consequences, including:

= limiting our ability to obtain additional financing if necessary or desirable;

*  placing us at a competitive disadvantage because we may be substantially more leveraged than many of our
competitors, thus reducing funds available for operations;

+  making us vulnerable to increases in interest rates; *

» reducing funds available for operations because a substantial portion of our project subsidiaries’ cash flow will
be used to pay interest and principal on their respective debt;

* subjecting all or substantially all of our project subsidiaries’ assets to liens, potentially leaving no assets for
stockholders in the event of a liquidation; and

+  limiting our ability to adjust to changing market conditions, which could make us more vulnerable to a downturn
in the economy, the ethanol industry or our business.

Qur project subsidiaries may be unable to service, repay or refinance their debt and remain in compliance with their debt
covenants, which would have a material adverse effect on our business.

Each project subsidiary’s ability to repay its debt will depend on its financial and operating performance and on our
ability 1o successfully implement our business strategy with respect to each such subsidiary. The financial and operational
performance of our subsidiaries will depend on numerous factors, many of which are beyond our contrel, such as economic
conditions and governmental regulation. We cannot be certain that our earnings with respect to individual facilities will be
sufficient to allow the respective project subsidiary to pay the principal and interest on its debt and meet its other obligations.
If a project subsidiary does not have enough money to service its debt, we may be unable to refinance all or part of the
existing debt, sell assets, borrow more money or raise equity on terms acceptable to us, if at all. Further, failing to comply-
with the financial and other restrictive covenants in our project subsidiaries® loan agreements could result in an event of
default, which could adversely affect our ability to successfully operate the related ethanol production facility and our
ﬂnanc1al condition and results of operations.

Our inability to obrain the equity and debt financing necessary to construct and operate our planned ethanol production
Jacilities and other acquisition and/or business development opportanities, could result in the failure of those projects and
perhaps our company.

Our financing plan requires a significant amount of equity and debt financing. The amount and nature of the debt
financing that may be available to us is subject to fluctuating interest rates and an ever-evolving credit environment as well as
general economic factors and other factors over which we have no control.

In addition to financing our operations through multiple equity capitalization offerings, we plan to employ significant
leverage by borrowing funds from various commercial banks and financial companies, the obligations of which will be repaid
from the operating cash flow of each subsidiary project and secured by the assets of each associated facility or business, The
construction and start-up of each facility or any strategic acquisition is contingent on our ability to arrange debt financing
from third party financing sources and our ability to raise additional equity. If the debt or equity financing we need is not
available for any reason, we could be forced to abandon one or more of our projects which singularly or in the aggregate
could adversely impact our business and could force us to abandon our business plan.
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Restrictive loan covenants in eur current and future debt and/or equity financing agreements may hinder our ability to
operate our business and delay or prohibit us from paying cash dividends to our stockholders.

Our debt load and service requirements necessary to implement our business plan will result in substantial debt service
requirements at each of our project subsidiaries, which could have important adverse consequences that could hinder our
ability to conduct our operations, including our ability to:

» incur additional indebtedness;

- make capital expenditures or enter into lease arrangements in excess of prescribed thresholds;
+  make distributions to stockholders, or redeem or repurchase shares;

»  make certain types of investments or acquisitions;

«  create liens on our assets;

+ utilize the proceeds of asset sales; and

»  merge or consolidate or dispose of assets.

If a project subsidiary defaults on any covenant, a lender could make the entire respective debt immediately due and
payable. If this occurs, we might not be able to repay our debt or borrow sufficient funds to refinance it. Even if new
financing becomes available, it may not be on terms that are acceptable to us. These gvents could cause us to cease
construction of one or more of our planned facilities or to cease operations entirely.

In addition, to the extent that we raise equity capital through the issuance of preferred stock, we may be subject to
certain additional covenants, restrictions or obligations pursuant to the terms of such preferred stock.

Risks Related to the Development and Construction of our Ethanol Plants

Our dependency on key suppliers to design and build our facilities and supply necessary equipment may have a material
adverse effect on our business.

We will be highly dependent upon our general contractors and key vendors to design, engineer and build our facilities.
If one of our contracted suppliers or vendors were to terminate its relationship with us or cease to conduct business after
construction was initiated, there is no assurance that we would be able to obtain a replacement supplier or vendor or that a
replacement would be able to complete construction within the originally contracted time frame and at the same or lower
price. In the event that any of our suppliers or vendors fails to deliver for any reason the equipment or the intellectual rights
associated with such equipment, such as the rights to our innovative biomass conversion process, we may be unable to
replace this equipment or technology quickly. Any delay in the construction of our facilities or commencement of operations
or a problem in the design or engineering of our facilities could have a material adverse effect on our production of ethanol.

Our general contractors, suppliers and vendors may have conflicting interests that could cause them to put their financial
interests ahead of ours, which may have a material adverse effect on our business. :

Our contractors, suppliers and vendors may experience conflicts of interest that cause them to put their financial
interests ahead of our best interests. Qur contractors, suppliers and vendors may also have conflicts of interest due to the fact
that they are involved in the design and construction of other ethanol plants. Although schedule and performance guarantees
may motivate our contractors, suppliers and vendors to perform their agreements with respect to our facilities, we cannot
ultimately require them to devote their full time or attention to our activities. As a result, they may have, or may come to
have, a conflict of interest in allocating personnel, materials and other resources to our facilities which could result in
inefficiencies and delays in our ethanol production, which could materially adversely affect our business. Such conflicts of
interest may reduce our profitability and the value of our common stock and could result in reduced distributions to investors.
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The parent company of Lurgi, Inc, our EPC contractor for both our Hereford facility and our Yuma Sacility, is in the
process of negotiating a possible sale of Lurgi.

The EPC contractor for both our Hereford facility and our Yuma facility is currently owned by a German parent
company; however Lurgi’s parent company is in the process of negotiating a possible sale of Lurgi and its operations to an
unidentified third party. To date, the terms and conditions of any such sale are not publicly known. Accordingly, we do not
know if the consummation of such sale of Lurgi would materially affect the construction of our Hereford facility, the planned
construction of our Yuma facility, our ability to engage an EPC contractor for the construction of our other planned facilities
or our ability to obtain financing for any of these facilities.

We may experience shortages of materials and labor and adverse weather conditions during the construction of our
Jacilities, which could increase constraction costs or extend the construction schedule of such facilities.

The construction of our facilities is subject to risks inherent in any large construction project over which we have
limited or no control. We may experience shortages of steel or other raw material supplies, adverse weather conditions,
natural disasters, labor force shortages, work stoppages or other labor difficulties, or a variety of other factors, any of which
individually or in the aggregate, could cause significant delays or cost overruns. Any significant increase in the estimated
construction cost of and in the estimated length of time for, one or more of our facilities could hinder our ability to complete
construction and delay our ability to generate revenues and as a result could have a material adverse effect on our business
and results of operations or even force us to abandon our business plan. :

We may sell interests in or form partnerships or joint ventures to develop specific projects, which could result in a
material decrease in our interest in, and control over, such projects, may affect the consolidation of these projects in our
Sfinancial statements, and will subject us to risks related to attracting and maintaining relationships with co-partners and
co-venturers.

To finance and develop specific projects, we may sell interests in or form partnerships or joint ventures. Any
dispositions of interests in the specific projects may result in a deconsolidation of these project subsidiaries from our
consolidated financial results and may result in a material decrease in our interest in, and control over, such projects. In
addition, these partnerships or joint ventures may involve the following risks:

*  we may be unable to maintain productive relationships with our co-partners or co-venturers;

+  we may be unable to locate appropriate parties willing to buy interests or participate in partnerships or joint‘
ventures on a timely and economic basis, if at all;

*  our co-partner or co-venturer in a project might become bankrupt;

= our co'-partner or co-venturer may have ¢conomic or business interests or goals that are, or that become,
inconsistent with our business interests or goals;

*  we may incur liabilities as the result of the action taken by our co-partner or co-investor;

«  our co-partner or co-venturer may be in a position to take action contrary to our instructions or requests or
contrary to our policies or objectives;

*  we may have a right of first refusal to buy out other co-partners or co-venturers, but may be unable to finance
such buy-out at the appropriate time; and

«  we may be unabie to sell our interest in a partnership or joint venture if we desire to exit the venture for any
reason or if our interest is likewise subject to a right of first refusal of our co-partner or co-venturer.
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We may encounter defective material and workmanship or process engineering that could cause significant delays in the
commencement of our aperations.

Any defects in material or workmanship may cause substantial delays in the commencement of operations of our
facilities. If defects are discovered after commencement of operations, or if our facilities fail to meet the performance criteria,
substantial delays in the commencement of operations could occur which may have a material adverse effect on our business
and results of operations.

The condition of our construction sites may differ from what we expect.

If we encounter concealed or unknown conditions at our facility sites, then our general contractors may be entitled to
an adjustment in the contract price and time for performance if the conditions affect its costs and performance time. Such
adjustments could increase the cost of construction of our facilities and result in time delays. Concealed or unknown
conditions include any concealed physical conditions at each site that materially differ from the conditions contemplated in
the proposed project plans or from the geotechnical study performed on the property for each facility, or any unknown
conditions that differ materially from the conditions ordinarily encountered in similar work. Although the site has been
inspected, concealed or unknown conditions are often difficult to detect and therc can be no assurance that we will not
encounter them.

We could face environmental permitting, easement or right-of-way issues that may delay or prevent construction or
increase our cosls.

Issues regarding compliance with applicable environmental standards could arise at any time during the construction
and operation of our facilities, which could have a material adverse effect on our business. Environmental laws and
regulations may require permits for certain types of operations, require the installation of expensive pollution control
equipment, place restrictions upon operations or impose substantial lability for pollution arising from our operations. While
we have been granted air permits authorizing construction of the Hereford Facility and our planned facilities in Haskell
County, Kansas and Yuma, Colorado, we may have difficulty obtaining or complying with all of the necessary environmental
permits required in connection with the construction and on-going operation of one or more of our facilities. As a condition
of granting necessary permits, casements or rights-of-way, regulators may impose conditions that would increase our costs of
construction and operation or delay our ability to commence operations within the time period we presently expect, resulting
in an increase of our construction and compliance costs which could force us to discontinue construction or operation of one
or more of our planned facilities and you could lose part or all of your investment.

Risks Related to Our Ethanol Production

The market price of ethanol is volatile and subject to significant fluctuations, which may cause our profitability to
fluctuate significantly. '

The market price of ethanol is influenced by many factors, including the price of gasoline and crude oil and the supply
of ethanol in the market. Oil prices are highly volatile and difficult to forecast due to frequent changes in global politics and
the wotld economy and the demand for petroleum-derived products. The supply and demand for oil throughout the world is
affected by incidents in unstable political environments, the demand for oil from rapidly developing countries such as China
and India, weather conditions, drilling, extraction and refinery technology, success in exploration, decisions made by OPEC
and its member countries, industrial output and many other factors. We cannot predict the future price of crude oil or
gasoline. Although the market price of ethanol has historicaily tracked the market price of gasoline we cannot provide any
assurance that this will continue to occur. Low prices for crude oil and gasoline and the relationship between ethanol supply
and demand may reduce the price of ethanol to a level that makes it unprofitable to produce. In recent years, the prices of
crude oil, gasoline and ethanol have all reached historically high levels. If the prices of crude oil or gasoline were to decline,
our revenues and ultimately our profitability may be adversely affected. Fluctuations in the market price of ethanol may cause
our profitability to fluctuate significantly.
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Our husiness is dependent upon the availability and price of corn. Significant disruptions in the supply of corn would
materially affect our operating results. In addition, since we generally cannot pass on increases in corn prices to our
customers, continued periods of historically high corn prices may also materially adversely affect our operating results.

The principal raw material we use to produce ethanol and co-products, including dry and wet distillers grains, is corn,
As a result, changes in the price of corn can significantly affect our business. [n general, rising corn prices produce lower
profit margins. Because ethanol competes with non-corn-based fuels, we generally are unable to pass along increased corn
costs to our customers. At certain levels, com prices may make ethanol uneconomical to use in fuel markets. The price of
corn is influenced by weather conditions and other factors affecting crop yields, farmer planting decisions and general
economic, market and regulatory factors. These factors include government policies and subsidies with respect to agriculture
and international trade, and global and local demand and supply. The significance and relative effect of these factors on the
price of com is difficult to predict. Any event that tends to negatively affect the supply of corn, such as adverse weather or
crop disease, could increase corn prices and potentially harm our business. In addition, we may also have difficuity, from
time to time, in physically sourcing corn on economical terms due to supply shortages. Such a shortage could require us to
suspend operations until corn is available at economical terms, which would have a material adverse effect on our business,
results of operations and financial position. If an additional ethanol production facility is built in the same gencral vicinity as
ours, the price we pay for corn at a facility could increase and the local supply of corn be reduced, which could result in
increased costs and reduced profits. Moreover, increases in U.S. ethanol capacity under construction could outpace increases
in corn production, which could increase corn prices and significantly impact our profitability.

The spread between ethanol and corn prices can vary significantly which could materially adversely impact our gross
margins.

_ Our gross margins with respect to our ethanol plants are principally dependent on the spread between ethanol and corn
prices. This spread fluctuates widely and we cannot provide any assurance that fluctuations in this spread will not continue to
occur. Any reduction in the spread between ethanol and corn prices, whether as a result of an increase in corn prices or a
reduction in ethanol prices, would adversely affect our results of operations and financial condition.

Our plan o use cattle manure and cotton gin waste as fuel to generate steam for the ethanol production process at certain
af our facilities, including our Hereford and Haskell facilities, is unique to the industry and has not been wtilized to date
in commercial quantities and may not be as successful as we expect.

In many of our facilities, we plan to primarily use a biomass conversion process involving the use of cattle manure and
cotten gin waste to generate steam for the ethanol production process. Most other ethanol producers currently use namral gas
as their sole thermal energy source in the production process, We know of one company that is planning on using the gas
from manure or “biogas” to operate its facility; however, no other ethanol facility that we know of uses a cattle manure
biomass conversion system. While the technology has been proven to work with ditferent feed stocks and has been
successfully tested with manure, it has not been tested at or utilized in commercial quantities or to solely power an ethanol
plant. At each of our manure-fueled facilities, we will also have a separate natural gas system in place that will allow us to
operate such facilities using natural gas in the event that we are unable to operate using the biomass conversion system.
However, the use of natural gas would make our ethanol production dependent on natural gas prices, which could be
substantially more expensive for us than cattle manure and cotton gin waste. Use of natural gas as the primary fuel for our
ethanol production instead of the biomass conversion process could materially impact the profitability of our manure-fueled
facilities.
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The availability of and cost of loading and transporting cattle manure may affect our business.

We expect that each of our manure-fueled facilities will annually consume approximately one billion pounds of cattle
manure to produce an approximate 105 million gallons of denatured ethanol. Although we expect to be able to meet all of our
cattle manure requirements locally, our business will depend on the continued availability of cattle manure. At our Hereford
facility, for example, we currently have contracts with approximately 18 local feedlots and dairies that we expect to
collectively meet the estimated annual manure nced at the Hereford facility. On the other hand, significant limitations in the
availability and thermal energy composition of cattle manure, along with loading and transportation costs, could increase
overall costs at our manure-fueled facilities.

We may engage in hedging transactions which invelve risks that can harm our business.

In an attempt to partially offset the effects of the volatility of ethanol prices and corn and natural gas costs, we may
take hedging positions in order to limit our exposure to commodity price fluctuations. These may include (i} purchasing corn
through spot cash, fixed-price forward and delayed pricing contracts, (i1) utilizing hedging positions in the com futures and
options markets on the CBOT to manage the risk of corn price fluctuations, (iii) entering into contracts to supply a portion of
our ethanol production on a forward basis and, in connection with our corn hedging positions, to lock in specific “crush”
margins for a portion of our corn requirements, (iv) hedging a portion of our exposure to natural gas price risk from time to
time, by using fixed price or indexed physical contracts, and (v) establishing from time to time an unleaded gasoline hedge
position using futures to reduce our exposure to unleaded gasoline price risk. The financial impact of these activities is
dependent upon, among other things, the commodity futures prices involved and our ability to sell sufficient products to use
all of the corn and natural gas for which we have futures contracts. Hedging arrangements also expose us to the risk of
financial loss in situations where the other party to the hedging contract defaults or, in the case of physical contracts, where
there is a change in expected differential of an open position and the underlying price in the hedging agreement affecting the
actual prices paid or received by us. Hedging activities can themselves result in losses when a position is purchased in a
declining market or a position is sold in a rising market. A hedge position often settled in the same time frame as the physical
commodity, is either purchased, as in the case of corn and natural gas, or sold as in the case of ethanol. Hedging losses may
be offset by a decreased cash price for corn and natural gas and an increased cash price for ethanol. We may also vary the
amount of hedging or other risk mitigation strategies we undertake, and we may choose not to engage in hedging transactions
at all. Our hedging activitics may cause us to forego additional future profits or result in our making cash payments.

Increases in natural gas prices or changes in our natural gas costs relative to.natural gas costs paid by competitors may
adversely affect aur results of operations and financial position.

It is currently contemplated that we will use natural gas as a backup energy source in our manure-fueled facilities and
as the primary/sole energy source in a select number of our facilities where biomass is not locally available in amounts that
are either sufficient or economical to install and employ a biomass conversion system, such as our planned Yuma facility.
The market for natural gas is subject to market conditions that create uncertainty in the price and availability of the natural
gas. We will rely upon third parties for our supply of natural gas. The prices for and availability of natural gas are subject to
volatile market conditions. These market conditions often are affected by factors beyond our control such as higher prices
resulting from colder than average weather conditions and overall economic conditions. Significant disruptions in the supply
of natural gas could impair our ability to produce ethanol at our facilities that rely on natural gas as the primary thermal
energy source.

Because the production of ethanol requires a significant supply of water and electricity, our business will be materially
harmed if we are unable {o obtain an adequate quality and quantity of water and electricity.

Our facilities will require a significant and uninterrupted supply of water and electricity to operate. We have entered
into agreements with local electric companies to provide our supply of electricity. We anticipate that we will either enter into
arrangements with local municipalities to provide our supply of water, as with the Herford facility, procure water on-site or
rely on a combination of water sources. We anticipate that the Haskell facility will procure water on-site and the Yuma
facility will rely on a combination of water sources. However, there can be no assurances that, with respect to water, we will
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be able to reach definitive agreements for our water supply. In the event that we do not procure water on-site or reach
definitive agreements for our water supply, we may be required to expend significant amounts to drill wells and to provide
for the necessary infrastructure for such well water to reach our planned facilities. In addition, there are ne assurances that
such water will be of an adequate quality. If the water quality from any of these sources is not adequate, we may, at greater
cost to us, need to treat the water or find other sources. Further, certain of our facilities, including our Hereford facility
located in the panhandle of Texas and our Yuma facility, located in Colorado, are located in drought prone areas, and there is
a possibility we may be unable to meet our water requirements using these sources in the event of a significant prolonged
drought. In addition, thete can be no assurances that the water and electricity companies will be able to reliably supply the
water and electricity that we need at any of our facilities. If there is an interruption in the supply of water or electricity for any
reason, we may be required to halt production, If production is halted for an extended period of time, or there is any
interruption in the quantity or quality of our water or electricity, it may have a material adverse effect on our operations, cash
flows and financial performance.

The transportation of feedstock to us and of ethanol and distillers grains to our customers will be affected by business
risks that are largely out of our control, any of which could significantly reduce our revenues and operating margins.

The operation of our facilities will depend on our ability to receive adequate amounts of feedstock {over and above our
storage capability) in a timely manner and our failure to receive sufficient feedstock could have a material adverse effect on
our production, revenues and results of operations. We anticipate purchasing corn and other feedstock from states in the
Midwest, including 1llinois and Nebraska, to be delivered to us by shuttle trains, rail, and truck. We will rely on third parties
to transport feedstock to us and our ethanol and DDG to our customers. The transportation companies with whom we contract
may be subject to risks that are largely out of their and our control, including weather, limitations on capacity in the
transportation industry, security measures, fuel prices, taxes, license and registration fees, and insurance premiums. In
addition, to the extent we will rely upon delivery by truck of feedstock, and where applicable, manure, to us and ethanol and
distillers grains to our customers, we may be affected by any overall shortage of truck drivers caused by the Hazmat Threat
Assessment Program implemented under the USA PATRIOT Act or any other security measures instituted as a result of the
threat of terrorism. This shortage may result in increased shipping costs or delays in transport, which could adversely affect
our production and profits.

Our dependency on the marketing efforts of Aventine for substantially all of the ethanol produced at our Hereford,
Haskell and Yuma plants in accordance with certain marketing arrangements could have a material adverse effect on our
business.

We do not currently have our own sales force or sales organization to support the sale of ethanol. However, we may
develop and staff a sales force in the future or enter into arrangements with other distributors similar to our arrangement with
Aventine. Until that time, Aventine, a potential competitor of ours, will be the sole distributor of substantially all of the
ethanol produced at.our Hereford plant, our only plant currently under construction, and both of our Haskell and Yuma
plants. Accordingly, we will initially be dependent on one distributor and expect to rely heavily on its marketing efforts to
successfully sell our product on behalf of at least three of our planned facilities.

Because Aventine also sells ethanol for itself and a number of other producers, we have limited control over its sales
efforts. In addition, a significant portion of our Hereford, Haskell and Yuma facilities accounts receivable may be attributable
to Aventine, whose credit is currently rated below investment grade. We or Aventine may terminate these agreements upon
the occurrence of an event of default by the other party. If Aventine were to default on payments to vs, we could experience a
material loss. If any of our agreements with Aventine terminate, we may seek other arrangements to sell our ethanol,
including selling our product with our own sales personnel, but we can give no assurance that our sales efforts would achieve
results comparable to those that may be achieved by Aventine.
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Limitations on our ability to sell wet distillers grains locally could have a material adverse effect on our business.

The production of ethanol produces distillers grains, which can be sold to feedyards as a supplement to cattle feed.
Distillers grains can be sold wet or dried; however, the cost to dry the distillers grains can be significant. For this reason, the
majority of the distillers grains we intend to produce and market will be wet distillers grains with solubles, or WDGS, which
have a shelf life of three days to one week. In the event of an unanticipated change in market demand, we may be unable to
sell our WDGS at a profit or at all. In addition, because of the short shelf life of the product, we will be limited in our ability
to transport the WDGS to other markets for sale. Decreased local demand for WDGS or limitations on our ability to sell
WDGS in other markets could have a material adverse effect on our business.

We have based our business model on the presumption that we will be able to produce WDGS in accordance with certain
specifications and have represented to WDGS buyers in marketing our product that we will meet these specifications on
an on-going and consistent basis. If we are unable to produce WDGS that conforms to such specifications, it could have a
material adverse effect on our business.

We have no history of producing WDGS and we have represented to feed buyers that our product will meet certain
quality specifications. We may be unable to produce WDGS that conforms to such specifications on a consistent basis or
ever, which could have a material adversc affect on our business. If we lost our local customer basc, in order to market our
DGS, we would have to purchase and install dryers at certain of our ethanol facilities at a great expense and attemnpt to market
DDGS through marketing agreements with third parties.

Work stoppages and other labor relations issues could result in decreased sales or increased costs, either of which would
negatively impact our financial condition and results of operations.

Our employees are currently not unionized. While we believe our relations with employees are satisfactory, any
prolonged work stoppage or strike could have a negative impact on our business, financial condition or results of operations.
In addition, our suppliers, contractors or other third parties associated with the construction of our facilities or the operation
of our business may have unionized work forces. A labor strike, work stoppage or slowdown by unionized employees could
halt or slow the construction of our facilities or the production, transportation or sale of our products, which could increase
our costs and have a significant adverse impact on our operations.

Natural disasters, such as fires, hurricanes, floods, unusually heavy or prolonged rain, and droughts may cause
fluctuations in the price, availability and quality of supplies, labor, and raw materials which could result in production
delays and increase costs causing a material adverse effect on our business.

Fluctuations in the price, availability and quality of supplies, labor, and raw materials that we need in order to preduce,
transport and sell ethanol could have a material adverse effect on our construction, cost of sales or ability to meet our
customers’ demands. The price and availability of such supplies, labor, and raw materials may fluctuate significantly,
depending on many factors, including natural disasters, such as fires, hurricanes, floods, unusually heavy or prolonged rain,
and droughts of natural resources. These events can also cause increased freight costs. Hurricane Katrina, in particular,
caused severe devastation in New Orleans and the Mississippi Gulf Coast in August, which led to increased costs and
shortages of construction labor and building supplies and raw material throughout the entire southcastern United States. In
addition, hurricane-related disruption of rail and pipeline traffic in the U.S. Guif Coast arca negatively affected shipments of
raw materials and products. ‘
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Our business will be subject to seasonal fluctuations, which could adversely affect our results of operations and financial
position.

Our operating results will be influenced by seasonal fluctuations in the price of our primary operating inputs, corn and
natural gas, and the price of our primary product, ethanol. The spot price of corn tends to rise during the spring planting
season in May and June and tends to decrease during the fall harvest in October and November. The price for natural gas,
however, tends to move opposite that of corn and tends to be lower in the spring and summer and higher in the fall and
winter. In addition, ethanol prices are substantially correlated with the price of unleaded gasoline. The price of unleaded
gasoline tends to be highest in the summer and winter months. Given our lack of operating history, we do not know yet how
these seasonal fluctuations will affect our results over time.

Risks Related to the Ethanol Industry

We operate in a highly competitive industry with low barriers to entry. In addition, if the expected increase in ethanol
demand does not occur, or if the demand for ethanol otherwise decreases, there may be excess capacity in our industry.

In the U.S., we compete with other corn processors and refiners, including Archer-Daniels-Midland Company,
VeraSun Energy Corporation, Aventine, Hawkeye Holdings, Inc., Pacific Ethanol, U.S. BioEnergy Corporation, Cargill, Inc.
and A E. Staley Manufacturing Company, a subsidiary of Tate & Lyle, PLC. Some of our competitors are divisions of larger
enterprises and have greater financial resources than we do. Although many of our competitors are larger than we are, we
also have smaller competitors. Farm cooperatives comprised of groups of individual farmers have been able to compete
successfully in the ethanol industry. According to the RF A, as of March 13, 2007, the top ten domestic producers of ethanol
accounted for approximately 45% of all production capacity.

We also face increasing competition from international suppliers. Although there is a tariff on foreign produced ethanol
that is slightly larger than the federal ethanol tax incentive, ethanol imports equivalent to up to 7% of total domestic
production from certain countries were exempted from this tariff under the CBI (The Caribbean Basin Initiative) to spur
economic development in Central America and the Caribbean.

Moreover, according to the RFA, domestic annual production has increased from 1.6 bitlion gallons per year in 2000 to
4.9 billion gallons in 2006. In addition, there is a significant amount of capacity being added to our industry. According to the
RFA, approximately 6.4 billion gallons per year of production capacity was under construction as of March 13, 2007. This-
capacity is being added to address anticipated increases in demand. Demand for ethanol may not increase as quickly as
expected or to a level that exceeds supply, or may not increase at all. If the ethanol industry has excess capacity and such
excess capacity results in a fall in ethanol prices, it would have an adverse impact on our results.of operations, cash flows and
financial condition. Excess capacity may result from the increases in capacity coupled with insufficient demand. Demand
could be impaired due to a number of factors, including regulatory developments and reduced U.S. gasolme consumption.
Reduced gasoline consumption could occur as a result of mcreascd gasoling or oil prices. For example, price increases could
cause businesses and consumers to reduce driving or acquire vehicles with more favorable gasoline mileage. There is some
evidence that this has occurred in the recent past as U.S. gasoline prices have increased. Demand for ethanol can also fall if
gasoling prices decrease because ethanol is used as a potential substitute for gasoline. Lastly, ethanol is not the only product
that can be added to gasoline to reduce emissions and increase octane levels. Oil companies have historically used MTBE as
a fuel additive to reduce emissions, and although the use of MTBE has been limited or banned in 25 states due to potentially
adverse environmental effects from its production, it is still used by several major oil companies in some markets.
Alternatives to ethanol and MTBE are continually under development and existing alternatives, such as alkylates and ethyl
tertiary butyl ether, or ETBE, may become more cost effective. Our competitors may be able to successfully develop and
market alternatives to ethanol which could adversely affect our business and results of operations.
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Development of alternative ethanol production systems or alternative fuels could affect our results of operations,

Alternative fuels, gasoline oxygenates and ethanol production methods are continually under development. A number
of automotive, industrial and power generation manufacturers are developing more efficient engines, hybrid engines and
alternative clean power systems using fuel cells or clean burning gaseous fuels. Vehicle manufacturers are working to
develop vehicles that are more fuel efficient and have reduced emissions using conventional gasoline. Vehicle manufacturers
have developed and continue to work to improve hybrid technology, which powers vehicles by engines that utilize both
electric and conventional gasoline fuel sources. In the future, the emerging fuel cell industry offers a technological option to
address increasing worldwide energy costs, the long-term availability of petroleum reserves and environmental concerns,
Fuel cells have emerged as a potential alternative to certain existing power sources because of their higher efficiency, reduced
noise and lower emissions. Fuel cell industry participants are currently targeting the transportation, stationary power and
portable power markets in order to decrease fuel costs, lessen dependence on crude oil and reduce harmful emissions. If the
fuel cell and hydrogen industries continue to expand and gain broad acceptance, and hydrogen becomes readily available to
consumers for motor vehicle use, we may be unable to compete effectively. This additional competition could reduce the
demand for ethanol, which would negatively impact our profitability.

In addition, many of our competitors invest heavily in research and development of alternative ethanol production
systems and alternative fuels. Our inability to meet the substantial capital investments required to remain technologicaily
competitive could result in our competitors being able to produce ethanol more cost effectively or produce less expensive
alternative fuels, which could adversely affect the demand for our ethanol. These events could have a material adverse effect
on our business.

Corn-based ethanol may compete with cellulose-based ethanol in the future, which could make it more difficult for us to
produce ethanol on a cost-effective basis and could reduce the value of your investment.

Most ethanol is currently produced from corn and other raw grains, such as milo or sorghum (especially in the
Midwest). The current trend in ethanol production research is to develop an efficient method of producing ethanol from
cellulose-based biomass such as agricultural waste, forest residue, municipal solid waste, and other biomass material. This
trend is driven by the fact that cellulose-based biomass is generally cheaper to obtain than corn and that the use of cellulose-
based biomass to produce ethanol would create opportunities to locate plants and produce ethanol in areas that are not
suitable to grow corn in significant amounts. Although the current technology for converting cellulose-based biomass to
ethanol is not sufficiently efficient to be competitive with ethanol produced from corn, a report by the U.S. Department of
Energy entitled “Outlook for Biomass Ethanol Production and Demand” indicates that new conversion technologies may be
developed in the future. If an efficient method of producing ethanol from cellulose-based biomass is developed, we may not
be able to compete effectively. Our facilities are not equipped to convert cellulose-based biomass into ethanol, and to convert
our facilities to be able to process cellulose-based ethanol would require significant additional capital investment. If we are
unable to produce cthanol as cost-effectively as cellulose-based producers, our ability to generate revenue will be negatively
impacted.

Consumer resistance to the use of ethanol based on the belief that ethanol is expensive, adds to air pollution, harms
engines or takes more energy to produce than it contributes may affect the demand for ethanol.

Certain individuals believe that the use of ethanol will have a negative impact on gasoline prices at the pump. Some
also believe that ethanol adds to air pollution and harms car and truck engines. Still other consumers believe that the process
of producing ethanol actually uses more fossil energy, such as oil and natural gas, in relation to the amount of ethanol that is
produced and its benefits. These consumer beliefs could potentiaily be wide-spread. If consumers choose not to buy ethanol,
it would affect the demand for the ethanol that we produce and negatively affect our resuits of operations and financial
condition.
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The expansion of domestic ethanol production in combination with state bans on MTBE and/or state renewable fuels -
standards may burden rail and terminal infrastructure, raising the cost of our shipment to blending terminals.

If the volume of ethanol shipments continues to increase and blenders switch from MTBE to ethanol, there may be
weaknesses in infrastructure such that our ethanol cannot reach its target markets. Many terminals may need to make
infrastructure changes to blend ethanol instead of MTBE. If these blending terminals do not have sufficient capacity or the -
necessary infrastructure to make the switch, there may be an oversupply of ethanol on the market, which could depress
ethanol prices and negatively impact our financial performance. In addition, rail infrastructure may be inadequate to meet the
expanding volume of ethanol shipments, which could prevent us from shipping our ethano! to our target markets.

Substantial dcvelopment of infrastructure will be required for our operations, and the ethanol industry generally, to
grow. Areas requiring expansion include, but are not limited to:

« additional rail capacity;
+  additional storage facilities for ethanol;
*  increases in truck fleets capable of transporting ethanol within localized markets;
»  expansion of refining and blending facilities to handle ethanol;
. growth in service stations equipped to handle ethanol fuels; and
»  growth in the fleet of flexible fuel vehicles, or FFVs, capable of using E85 fuel.

There is no assurance that the substantial investments required for these infrastructure changes and expansions will be
made or that they will be made on a timely basis. Any delay or failure in making the changes to or expansion of infrastructure
could hurt the demand or prices for our products, impede our delivery of products, impose additional costs on us or otherwise
have a material adverse effect on our results of operations or financial position. Our business is dependent on the continuing
availability of infrastructure and any infrastructure disruptions could have a material adverse effect on our business.

Ethanol can be imported duty free from certain countries into the United States, which may undermme the ethanol!
industry in the United States.

Ethano! can be imported into the U.S. duty-free from some countries, which may negatively affect the ethanol industry
in the U.S. and subsequently our operations. Imported ethanol is generally subject to a $0.54 per gallon tariff that was
designed to offset the $0.51 per gallon ethanol incentive available under the federal excise tax incentive program for
refineries that blend ethanol in their fuel. A special exemption from the tariff exists for ethano! impoerted from 24 countries in
Central America and the Caribbean, which is limited to a total of 7% of the previous year’s U.S. production per year. Imports
from the exempted countries may increase as a result of new plants under development there. In addition, reductions in the
tariff currently applicable to ethanol imports from countries other than those in Central American and the Caribbean that
qualify for the exemption, or increases in the percentage of ethano! that may be imported from Central America and the
Caribbean on a duty-free basis, may result in more ethanol from countries having a lower cost of production than the United
States being imported into this country. An increase in such imported ethanol could adversely affect the demand for
domestically-produced ethanol and the price at which we will be able to sell our ethanol.

Competition for qualified personnel in the ethanol industry is intense and may prevent us from hiring and retaining
qualified personnel to operate our ethanol plants and our home offfice.

Qur success depends in part on our ability to attract and retain competent personnel. For each of our plants and our
home office, we must hire qualified managers, engineers, operations and other personnel, which can be challenging in the
rural communities in which our facilities will be located. Competition for both managers and plant employees in the ethanol
industry is intense, and we may be unable to attract and retain qualified personnel. If we are unable to hire and retain
productive and competent personnel, our expansion strategy may be adversely affected, the amount of ethanol we produce
may decrease and we may not be able to efficiently operate our ethanol plants and execute our business strategy.
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Consolidation or downturns in the ethanol industry may affect demand for our products and the pricing of our products
which could limit our growth and may harm our business.

The ethanol industry faces the prospect of increased competition as a result of consolidation. Consolidation may be
driven by industry participants’ desire to achieve operating and marketing efficiency, increased production capacity, product
and geographic reach, an expanded customer base, and general market power through merger and acquisition activities. If the
industry undergoes significant consolidation, the larger entities resulting from these mergers and acquisition activities may
seek to use the benefits of consolidation, including improved efficiencies and economies of scale, to, among other things,
implement price reductions to increase their market shares. If competitive pressures compel us to reduce the price at which
we will sell our ethanol, our operating margins may decrease and our operating results would be adversely affected if we
cannot achieve corresponding reductions in our expenses. In addition, continued industry consolidation may adversely impact
customers’ perceptions of the viability of smaller and even medium-sized ethanol companies and, consequently, customers’
willingness to purchase from companies like us. Ultimately, we could be a merger or acquisition target, or we could be forced
to acquire or merge with another entity.

' Risks Related to Government Regulation

The U.S. ethanol industry is highly dependent upon a myriad.of federal and state legislation and regulation, and any
changes in legislation or regulation could materially adversely affect our results of operations and financial condition.

The elimination of or significant reduction in federal ethanol tax incentives could have a material adverse effect on our
results of operations and financial condition. The cost of production of ethanol is made significantly more competitive with
regular gasoline by federal tax incentives, Before January 1, 2005, the federal excise tax incentive program allowed gasoline
distributors who blended ethanol with gasoline to receive a federal excise tax rate reduction for each blended gallon they
sold. If the fuel was blended with 10% ethanol, the refiner/marketer paid $0.052 per gallon less tax, which equated to an
incentive of $0.52 per gallon of ethanol. The $0.52 per gallon incentive for ethanol was reduced to $0.51 per gallon in 2005
and, unless otherwise ex;en'ded, will expire at the end of 2010. We cannot provide you with any assurance that the federal
ethanol tax incentives will be renewed in 2010 or if renewed, on what terms they will be renewed. The elimination or any
significant reduction in the federal ethanol tax incentive may have a material adverse effect on our results of operations and
financial condition. '

'The effect of the RFS in the recent Energy Policy Act of 2005 is uncertain. The use of fuel oxygenates, including
ethanol, was mandated through government regulations, and much of the forecasted growth in demand for ethanol was
expected to result from additional mandated use of oxygenates. Most of this growth was projected to occur in the coming
months as the remaining markets switch from MTBE to ethanol. The recently enacted Energy Policy Act of 2005, or the
Energy Policy Act, however, eliminated the mandated use of oxygenates and established the RFS, or minimum nationwide
fevels of renewable fuels (including ethanol, biodiesel or any other liquid fucl produced from biomass or biogas) to be
included in gasoline. The Energy Policy Act also included provisions for trading of credits for use of renewable fuels and
authorized potential reductions in the RFS minimum by action of a governmental administrator under certain conditions. In
addition, the rules for implementation of the RFS and other provisions of the Energy Policy Act are still under development.
We can provide no assurance that the favorable cthanol provisions in the Energy Policy Act will not be adversely affected by
such regulations or the enactment of additional legislation in the future.

The Energy Policy Act did not include MTBE liability protection sought by refiners, and this has resulted in the
accelerated removal of MTBE and sudden increase in the demand for ethanol. No assurance can be given, however, that
refineries will maintain using ethanol in favor of other additives, such as iso-octane or alkylate. In addition, the federal
oxygenate mandate that had originally prompted the use of MTBE was repealed by the Energy Policy Act. However, some
oxygenate mandates remain at the state level. Accordingly, the actual demand for ethanol may increase at a lower rate than
production for estimated demand, resulting in excess production capacity in the cthano! industry, which would negatively
affect our results of operations, financial position and cash flows.

The Texas Department of Agriculture has established an incentive program called the “Fuel Ethanol and Biodiesel
Production Incentive Program” effective as of 2006. Under the program, ethanol and biodiesel producers will contribute
$0.032 per gallon into the program and be entitled to receive a 20 cent per gallon incentive payment for the first 18 million
gallons of annual production or a net benefit up to $3,024,000 per producer per year. We are not currently eligible for this
program nor have we included any benefits from this program in our financial projections. We intend to apply for registration
under this program, but the Texas Department of Agriculture may not register our Texas-based facilities, including our
Hereford, Sherman and Muleshoe facilities, or it may terminate the program. Our inability to qualify for this incentive
program may make it more difficult to compete with other ethanol production facilities in Texas that are eligible to receive
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the incentive as well as with production facilities in other states with similar programs. These factors could negatively impact
our profitability.

Federal regulations concerning tax incentives could expire or change which could reduce our revenues.

The federal government presently encourages ethanol production by taxing it a lower rate. This currently equates to 2
£0.51 per gallon subsidy of ethanol. Some states and cities provide additional incentives. The new Energy Policy Act of 2005
effectively mandates increases in the amount of annual ethanol consumption in the United States. The result is that the
ethanol industry’s economic structure is highly dependent on government policies. Although current policies are favorable
factors, any major change in federal policy, including a decrease in ethanol production incéntives, would have significant
adverse effects on our proposed plan of operations and cause us to discontinue our ethanol business.

There is disagreement in the scientific community about the wisdom of policies enc0uragmg ethanol production, which
could result in changes in governmental policies concerning ethanol.

Some past studies have challenged whether ethanol is an appropriate source of fuel and fuel additives because of
concerns about energy efficiency, potential health effects, cost and impact on air quality. Federal energy policy, as set forth in
the Energy Policy Act of 2005, strongly supports ethanol production. If a consensus develops that ethanol production does
not enhance our overall energy policy, our ability to economically produce and market ethanol could be materially and
adversely affected. .

We are subject to extensive environmental laws and regulations and the cost of compliance and/or non-compliance with
extensive environmental laws and regulations could have a material adverse effect on our business.

We wili be subject to various federal, state and local environmental laws and regulations, such'as those relating to the
discharge of materials into the air, water and ground, the generation, storage, handling, use, transpottation and disposal of
hazardous materials, and the health and safety of our employees and other health and safety matters. We are required 1o
obtain permits that must be renewed from time to time to operate our business. Additionally, compliance with new or
amended environmental laws, regulations and/or permits, or new interpretations of such laws, regulations and/or permits,
could require us to incur significant expense. Such changes in laws, regulations and/or permits, or increased enforcement by
governmental authorities, may have a material adverse effect on our financial condition. These laws, regulations and permits
may limit our operations, require us to alter our production process or purchase pollution control ¢quipment, any of which
could negatively impact our business, We may not at all times be in complete compliance with these laws, regulations and/or
permits and we cannot guarantee that we will be successful in obtaining all permits required to operate our business. A
violation of these laws and regulations or permits can result in significant fines, criminal sanctions, pemnt revocations,
injunctions, damages and/or operational shutdowns.
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We may be subject to legal actions brought by third parties for actual or alleged violations of certain of our environmental
permits or environmental laws and regulations or for the remediation of contamination.

We also may be subject to legal actions from third parties alleging that we have an obligation to remediate or respond
to an environmental condition or alleging property damage and/or personal injury resulting from the handling, producing,
storing, transporting, and/or using our raw materials and/or products. Ethanol production may produce an odor which may be
objectionable to surrounding residents, and may increase dust in the vicinity of the plant due to our operations and the
transportation of grain to our facilities and transportation of ethanol and distillers grains from our facilities. Such activities
could subject us to nuisance, trespass or similar claims by employees of our facilitics or property owners or residents in the
vicinity of the plant. The occurrence of events which result in significant personal injury or damage to property or third
parties that is not fully covered by insurance could have a material adverse impact on our results of operations and financial
condition,

We may be subject to liability for the investigation and cleanup of environmental contamination at our facilities and/or
at off-site propertics where we arrange for the disposal of hazardous materials or waste materials. If such materials are
disposed of or released at sites that undergo investigation and/or remediation, we may be responsible under environmental
laws for all or part of the costs of such investigation and/or remediation, and for damages to natural resources. We may also
be subject to related claims by private parties alleging property damage and/or personal injury due to exposure to hazardous
or other materials at, on, under or from such propertics. Some of these matters may require us to expend significant amounts
of money for investigation and/or cleanup or other costs.

Risks Relating to our Common Stock
There is no long-term material active public trading market for our common stock and we do not know if one will develop.

There is no long-term material active public trading market for our common stock. Our common stock is now quoted
on the Over-the Counter Bulletin Board, or OTCBB, but is not otherwise listed or traded on any regional, state, local,
national or electronic stock exchange. There are only a few companies with substantial cthanol operations that are currently
traded on a public securities exchange. We cannot predict the extent to which investor interest in our company will be
sufficient to maintain a long-term material active trading market, or how liquid that market may be, especially if few stock
analysts follow our stock or issue research reports concemning our business or the ethanol industry in general.

Our common stock price may be volatile.

The market price of our common stock could fluctuate significantly. Those fluctuations could be based on various
factors, including:

«  our operating performance and the performance of our competitors; }
«  the public’s reaction to our press releases, our other public announcements and our filings with the SEC;

* «  changes in earnings estimates or recommendations by research analysts who might follow us or other companies
in our industry; :

»  variations in general economic conditions;

+  the number of shares available to be publicly traded;
» actions of our existing stockholders;
» the arrival or departure of key personnel; and

+  other developments affecting us, our industry or our competitors.
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In addition, in recent years the stock market has experienced significant price and volume fluctuations. These
fluctuations may be unrelated to the operating performance of particular companies. These broad market fluctuations may
cause declines in the market price of our common stock. The price of our common stock could fluctuate based upon factors
that have little or nothing to do with our company or its performance, and those fluctuations could materially reduce our
commen stock price,

We consummated a merger on November 6, 2006, that will subject us to additional risks and cause us to incur additional
costs.

Pursuant to a merger agreement dated as of May 18, 2006, by and among Cirracor, Panda Ethanol—Delaware and
Grove Panda Investments, LLC, or Grove Panda, the controlling stockholder of Cirracor, Panda Ethanol—Delaware merged
with and into Cirracor, the surviving company, and the stockholders of Panda Ethanol—Delaware received one share of
commaon stock of the surviving company per share of common stock of Panda Ethanol—Delaware. As part of the merger,
Cirracor changed its name to *“Panda Ethanol, Inc.” However, it should be noted that our company is not the same company
as Panda Ethanol—Delaware prior to the merger.

Because of the merger, we are now subject to a number of risks that may adversely affect our business, including:

*  exposure to unknown liabilities of Cirracor and Panda Ethanol—Delaware;

+ the consequences and significant costs of our management’s attention having been diverted from our day-to-day
business over an extended period of time;

+  the expenscs that we have incurred relating to the merger; and

»  the cost associated with Sarbanes-Oxley and other regulatory compliance to which we are now subject,

Our ability to issue additional shares may dilute or otherwise limit stockholders’ voting or economic rights.

We expect to seek additional equity financing in the future, which may cause dilution to the holders of our common
stock, and a reduction in their equity interest. Stockholders do not have any preemptive rights with regard to shares to be
issued by us in the future in connection with any such additional equity financing. If we sell additional shares, the sale price
of those shares could be higher or lower than the current stock price per share. If we issue additional shares at a lower price,
the value of our outstanding shares may decrease. Issuances of additional shares may also have the effect of diluting or
otherwise limiting stockholders’ voting or economic rights in the company. Furthermore, we have a stock optien pool
representing up to 10% of the fully diluted stock of our company to attract, retain and reward our key directors, managers and
employees, which program would be dilutive to all existing stockholders although no awards have been made at this time.

Sales of our common stock may cause our stock price to decline.

Sales of substantial amounts of our common stock in the public market, or the perception that these sales may occur,
could cause the market price of our common stock to decline. In addition, the sale of these shares could impair our ability to
raise capital through the sale of additional common or preferred stock.

As of March 28, 2007, we had 31,066,659 shares of common stock outstanding. 1,199,992 of these shares are freely
tradable, unless any of these shares are held by our affiliates and have therefore become restricted.
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In addition, we are subject to registration rights agreements that cover the registration of a total of 29,866,667 shares of
our common stock. The registration rights agreement required us to register for resale all of these shares by the 75 calendar
day following the effective time of the merger. Under the registration rights agreement, 75% of the Panda Ethanol shares held
by Panda Energy will be subject to a six-month lockup period from the effective date of the registration statement. On.
January 10, 2007, we filed a resale registration statement on Form S-3 (No. 333-139911) with the SEC. The document is
currently undergoing the SEC review process and we are working to have the registration statement declared effective as
soon as possible. The filing of this resale registration statement and the sale of shares thereunder could have a material
adverse effect on the market price of our common stock.

We have not paid dividends in the past and do not expect to pay dividends in the future.

We have never paid cash dividends on our common stock and do not anticipate paying cash dividends on our common
stock in the foreseeable future. The payment of dividends will depend on our earnings, capital requirements, financial
condition, prospects and other factors our board of directors may deem relevant. If we do not pay dividends, our stock may be
less valuable because a return on investment will only occur if our stock price appreciates.

Ttem 2. Properties

Panda Ethanol’s corporate headquarters is located in Dallas, Texas. Below is a discussion of our material properties as
of December 31, 2006:

Site Selection Criteria and Use of Experienced Engineering and Construction Firms

Our site location criteria encompass many factors, including proximity of feedstocks and abundant corn supplies,
availability of biomass materials, good road and rail access, water, natural gas and utility availability and space for
equipment, truck movement, and proximity of ethanol and co-product markets. Other considerations include a qualified labor
force, as well as community services that are capable of attracting and retaining top personnel.

Lurgi, an experienced construction and engineering firm in the ethanol industry, designed, engineered and is
constructing our Hereford facility and will be constructing our Yuma facility. In addition, although we have not entered into
any construction contracts or other arrangements, we may engage this or another similar firm to design, engineer and build
_ our Haskell facility.

Hereford Facility

Our Hereford facility commenced site preparation in February 2006. The facility is located in Hereford, Texas, on a
383-acre site and is expected to produce approximately 105 million gallons of denatured ethanol per year. The facility is
designed to generate process steam by gasifying cattle manure collected from local feedlots; however, the facility will also be
equipped with back-up natural gas boilers designed to ensure operations on a continual basis. We estimate that the facility
will use approximately 38 million bushels of corn per year in its production process, purchased from many different suppliers
and transported in shuttle trains from the Midwest. In addition to ethanol, the facility is expected to produce approximately
312,000 tons per year (on a dry matter basis) of WDGS, which we will market to local feedlots. The facility will use Lurgi
batch processes and is designed to operate on a continual basis. We received air permits for the Hereford project in October
2005, closed debt financing in July 2006 and began construction in August 2006. We currently estimate that the Hereford
facility will begin the production of ethanol in commercial quantities in the fourth quarter of 2007.
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Transportation and logistics. The Hereford facility will transport ethanol by rail and truck, as needed, and has
significant capacity for each form of transportation. Logistics include on-site rail loading and truck loading systems.
Depending on relative costs and need, transportation methods can be easily changed. The facility is located on the Burlington
Northern Santa Fe railway, or BNSF, and in close proximity to U.S. Highway 60. We wil] install a double loop track capable
of unloading grain shuttle trains in less than 15 hours and loading unit ethanol trains in less than 40 hours. This capability
will allow us to receive significant rail discounts and receive priority rail transportation routing,

Energy agreements. We have entered into an agreement for the purchase of electricity with Xcel Energy. Our natural
gas transportation for the facility will be provided by Natural Gas Pipeline Company of America via a 24 inch high pressure
pipeline that crosses the property. BP will provide the gas supply for the facility. We have also entered into 18 agreements for
the supply of cattle manure to be used at the Hereford facility. These contracts will provide cattle manure to meet the needs of
the facility, at no cost to us, other than associated transportation costs, The feed lots party to the agreements will be required
to provide an annualized amount of cattle manure, and we retain the right to reject any cattle manure. We are responsible for
transportation of the cattle manure and have entered into trucking agreements for these transportation requirements.

Yuma Facility

The Yuma, Colorado facility is also in development and is designed to produce approximately 105 million gallons of
denatured ethanol per year. The facility will require an estimated 38 million bushels of corn per year. Although it is located in
a deep cattle feedlot market, the facility will generate its process steam from mid-continent natural gas and lower-cost Rocky
Mountain natural gas, when and if available. The facility is designed to generate process steam produced from a natural gas
boiler and, in addition to ethanol, is currently expected to produce approximately 312,000 tons per year of distiller grains (on
a dry matter basis), Approximately one-half of the distillers grains will be marketed locally as WDGS. The remaining
distillers grains will be dried and sold as DDGS. Due to the increased “shelf life” of DDGS, we have various marketing
options for this product. The proposed site is 292-acres and is currently under an option te purchase through July 31, 2007.
We obtained an air permit for this project in Septernber 2006 and on March 1, 2007, we entered into an EPC Contract with
Lurgi for the construction of the facility, The Yuma EPC Contract will become fully effective upon issuance of a notice to
proceed following completion of financing. Accordingly, we arc actively seeking the debt and additional equity financing
required to commence construction of the Yuma facility. For more information on possible financing and development
proposals relating to our various projects, see “Item 7—Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources” beginning on page 42,

Haskell Facility

The Haskell, Kansas facility 1s also designed to produce approximately 105 million gallons of denatured ethanol per
year. The proposed site is 1,120-acres and is currently under an option to purchase through February 1, 2008. We estimate
that the facility wilt process approximately 38 million bushels of corn per year. Similar to the Hereford facility, the facility
will generate process steam by gasifying cattle manure collected from local feedlots and also be equipped with a back-up
natural gas boiler. In addition to ethanol, the facility currently is expected to produce approximately 312,000 tons per year
{on a dry matter basis) of WDGS, which will be marketed to the local feedlots. We have received air permits and a waste
water discharge permit from the appropriate governing authorities for the Haskell facility. We are currently engaged in
discussions with various EPC contractors and plan to proceed with seeking the debt and additional equity financing required
to commence construction of the Haskell facility once an EPC agreement is executed.

Additional Sites

In addition, through additional wholly-owned project company subsidiaries, we are currently planning the development
of several other ethanol projects in Texas and the Midwest, including, among others, projects in Sherman County, Texas,
Muieshoe, Texas and Lincoln County, Nebraska. We have optioned sites and have applied for air permits for the Sherman
County, Muleshoe and Lincoln County projects. These projects and our other projects are in various stages of development
and there can be no assurance that any or all of them will be completed.
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We anticipate that our facilitics will operate on a continual basis and, where available, will utilize manure-fueled
gasification technology as a thermal energy source. In such locations, in addition to the low-cost manure and other biomass,
we anticipate that we will have access to a large WDGS market, a nation-wide market for DDGS, favorable ethanol
transportation dynamics and certain economies of scale that will create an operational cost advantage over many similar
competing facilities in the Midwestern U.S.

Item 3. Legal Proceedings
None.
Item 4. Submission of Matters to a Vote of Security Holders

A special meeting of the stockholders of our company, then named Cirracor, Inc., was held on November 6, 2006 for
the purpose of voting on the following proposals:

1. to adopt the Agreement and Plan of Merger, dated as of May 18, 2006, by and among Cirracor, Panda
Ethanol—Delaware, and Grove Panda Investments, LLC, pursuant to which Panda Ethanol—Delaware would merge
with and into Cirracor and the stackholders of Panda Ethanol—Delaware would receive one share of Cirracor commeon
stock per share of common stock of Panda Ethancl—Delaware;

2. to approve the amendment of Cirracor’s articles of incorporation to effect a reverse stock split to occur
immediately prior to the merger whereby cach share of Cirracor common stock outstanding would be converted into
0.340885 of a share of Citracor common stock; and

3. to approve Amended and Restated Articles of Incorporation to, among other things, change Cirracor’s name to
“Panda Ethanol, Inc.” and increase the total number of shares for Cirracor’s authorized capital stock.

Proxies for the special meeting were solicited pursuant to Section 14(a) of the Exchange Act, and there was no
solicitation in opposition of management’s solicitation. The final vote on the proposals were recorded on a pre-split basis as
follows:

1. Proposal No. 1:
Adoption of the Merger Agreement

F Ot ottt eerte e e e e eetarsr s e samenesan e e enr e b b eaee 2,749,250
AZAINSL.veviercreccecceciin s 0 !
ADSEAIN . et eiieceer e e s 0
Broker NON-VOES.....ccoirrrriireeceeecnniisssiinnrienens 0

2. Proposal No. 2:

Approval of reverse stock split

O areeeeree et cte e e e v e ememee b ane s 2,749,250
AGAINST. ..o 0
ADSTAIN. .ottt 0
Broker Non-Votes....vicceercericinsnisesnissresneeas 0

3. Proposal No. 3:
Approval of Amended and Restated Articles of Incorporation

20 SR U OUUUT OO 2,749,250
AZAINSE oo 0
ADBSEAIN. .o e i\
Broker Non-Votes. ..., 0
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PARTII

Item 5. Market for the Registrant’s Commeon Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities
Our common stock is quoted on the Over-the-Counter Bulletin Board, or OTCBB, under the trading symbol
“PDAE.OB.” The OTCBB is an electronic quotation medium for securities that are not listed on a national securities
cxchange such as the American Stock Exchange or the New York Stock Exchange.

The table below sets forth the range of quarterly high and low bid prices per share of our common stock on the OTCBB
for the period indicated. Such quotations reflect inter-dealer prices, without retail mark-up, mark-down or commission and
may not necessarily represent actual transactions. Although our common stock was available for quotation on the OTCBB,
no trading activity or bid prices were reported on the OTCBB prior to November 6, 2006, the date on which the merger was
consummated. Accordingly, the table below does not include historical market prices for our common stock prior to
November 6, 2006.

High Low

Fiscal year beginning January 1, 2006:
Fourth QUATTET ..ottt e sesee e s eteetrbesearar it te e st e et et e aanenra st e etens 11.000 5.000

As of March 28, 2007, 31,066,659 shares of our common stock were issued and outstanding held by 59 record holders,

There have been no cash dividends declared on our common stock. Dividends are declared at the sole discretion of our
board of directors. Each holder of our common stock is entitled to a pro rata share of cash distributions made to stockholders,
including dividend payments. The holders of our common stock are entitled to receive dividends when, as and if declared by
our board of directors from funds legally available therefore. Cash dividends are at the sole discretion of our board of
directors. In the event of our liquidation, dissolution or winding up, the holders of common stock are entitled to share ratably
in all assets remaining available for distribution to them after payment of our liabilities and after provision has been made for
each class of stock, if any, having any preference in relation to our common stock. We intend to reinvest earnings to fund
future growth. Accordingly, we do not anticipate that cash dividends will be paid on our common stock in the foreseeable
future.
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Item 6. Selected Financial Data

The following statement of operations data for the period from inception (November 1, 2004) to December 31, 2004
and for the years ended December 31, 2005 and 2006 have been derived from Panda Fthanol’s audited consolidated financial
statements, which are contained in this annual report on Form 10-K. '

You should read this selected historical financial data together with the financial statements and their accompanying
notes, and management’s discussion and analysis of operations and financial condition of Panda Ethano, all of which are-
inctuded in this annual report on Form 10-K.

December 31, December 31, December 31,
2004 2005 2006
Period/Year ended (1): . . : .
NEt 1088, oneeieerereeiniee i estireelbee st apmse st ar et % 292410 $ 6,599,091 § 11,586,069
LOSS Per COMMON SHATE..........cciiivrrerecmrirriimemissrssessseeesens. e L 0.02 0.48 0.51
Asof . : - . W : ; _
Total assets........ Lo e eeeerentresesensenenransensasenaeneareres e e © 4,859,964 241,628,913
Long-term obligations..........cc.coveereeiiismmnisansns feemsissnstinin b ‘ — 148,330,848
Book value per common share.....0........... revreiie U A . " r0.20 E 2.75
- s v t . .
(1)  Inception through December 31, 2004 and years ended December 31, 2005 and 2006. T
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Development and admmlstratwe expenses allocated from the former parent increased from $5,488,683 for the year
ended December 31, 2005 to $6,41 1,285 for the year ended December 31, 2006. The increase was caused by the significant
growth in development activity during 2006. Development activity accelerated during 2005 and 2006 as additional
employees became involved in ethanol project development activities. Expenses allocated from the former parent included
allocated salary costs of $3.5 million and $3.8 million, and allocated non- salary costs of $2.0 million and $2.6 million, for the
years ended December 31 2005 and 2006, respectively.

Other development and administrative expenses increased from $1,110,408 in the year ended December 31, 2005 to
$7,014,657 in the year ended December 31, 2006. As with the expenses ailocated from the former parent discussed above, the
increase was primarily attributable to the growth in development activity during 2006. Effective October 1, 2006, all of the
Panda Energy’s employees dedicated to ethanol-related activities on a full-time basis became our employees, and we began-
paying substantially all of our own overhead costs. As a result, salaries and general overhead costs incurred in the fourth
quarter of 2006 which would previously have been reflected in expenses allocated from the former parent were instead
reflected in other'development and administrative expenses. In addition to salaries and general overhead costs for the fourth
quarter of 2006 of $3.2 million, this expense category included legal fees and other expenses of $l .6 million attributable to .
the merger transaction in the 2006 period. :

Other income and expenses for the- year ended December 31, 2006 included interest income of §3.7 1’1’11111011 intcrest
expense of $3.1 million, amortization of debt issuance costs of $0. 3 million, and income from the decrease in fair value of
financial derivative of $l 5 million. There were no ‘other income or expense items for the year ended December 31, 2005, The
other income and expense items in the 2006 perlod resulted from our equity and debt financing transactions and investment
of the related cash balances. .

For the nlvo months ended December 31, 2004 as camparec' to the year ended December 31; 2005

We are in the development stage and had no operating revenues for the two months ended December 31, 2004 or the
year ended December 31, 2005. Qur activities consist solely of developing projects for ethanol manufacturing facilities.

Development and administrative expenses allocated from our former parent, Panda Energy, increased from $269,775 .
for the two months ended December 31, 2004 to $5,488,683 for the year ended'December 31, 20035. The increase was caused
by the srgnrf cant growth in development activity during 2005. Development activity commenced in November 2004 and
accelerated thréughout 2005 as additional employees became involved in ethanol project development activities. Expenses
allocated from the former parent include allocated salary costs of $0.2 million and $3.5 million, and allocated nonsalary costs
of $0.1 million and $2.0 million, for the two months ended December 31 2004 and the year ended December 31, 2005
_respectwely o

Otlier development and administrative eéxpenses mcrcased from $22, 635 in the 2004 period to $2;110, 408 in 2005 As
with the expenses allocated from the former parent discussed above, the increase was attributable to the growth i
development activity in 2005. The major expenses in this category include contract labor and travel, both of which increased
significantly in 2005 as development activity increased.

Liquidity and Capital Resources - . \ . o )

_~We are in the development stage and do not expect to operate at a proﬁt before our first ethanol plant is completely
constructed and operational. We currently estimate that our first ethanol plant, the Hereford facility, will begin the production
of cthanol in commercial guantities in the fourth quarter of 2007,
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We had cash of $25,043, restricted cash of $247,000 and total current liabilities of $2.0 million at December 31, 2005,
and cash of $15.4 million, restricted cash of $135.6 million, restricted short-term investments of $12.5 million and total
current liabilities of $7.9 million at December 31, 2006. The restricted cash and short-term investments are restricted for use
in connection with the construction of the Hereford facility. In connection with the financing of the Hereford facility, we paid
$5.5 million to Panda Energy in the third quarter of 2006, including $2.0 million of reimbursement for costs incurred on the
Hereford facility in excess of a $13.0 million capital commitment that we were not required to repay, and a $3.5 million
development fee.

From the date of our inception (November 1, 2004) through December 31, 2006, we incutred an accumnulated net loss
of $18.5 million. We believe we will incur significant losses primarily related to development and administrative expenses,
and interest expense on debt, from this time forward until we are able to successfully complete construction and commence
operations of our initial ethanol production facility.

Management believes that our current available working capital will be adequate for our operations through the
completion of the Hereford facility.

On June 7, 2006, we closed a private placement of approximately 14.9 million shares of our common stock 10
accredited investors for total net proceeds of approximately $86.1 million, after deducting offering costs of approximately
$3.9 mitlion. On July 28, 2006, our wholly-owned subsidiary, Panda Hereford Ethanol, L.P., entered into project level debt
facilities aggregating $188.1 million, which are described below. We did not guarantee and are not obligated on these project
level debi facilities. On December 1, 2006, we closed a private placement of 1,066,667 shares of our common stock for net
proceeds of approximately $7.6 million, after deducting offering costs of approximately $0.4 million.

Our Hereford facility commenced site preparation in February 2006 and construction in August 2006. Lurgi designed,
enginecred and is constructing the Hercford facility. The total commitment under the contract with Lurgi is approximately
$161 million. EPI has agreed to design and supply the biomass handling and conversion equipment for the Hereford facility.
The total commitment under the contract with EPI is approximately $25 million. The total estimated cost of the Hereford
facility, including interest during construction, initial inventories, working capital and debt service reserves, has been
estimated at approximately $269 million. We believe the existing financing is adequate but offer no assurance that existing
financing will be adequate for completion of the Hereford facility.

To finance our ongoing development and capital needs, we will need to incur additional indebtedness, issue additional
securities and/or sell interests in or form partnerships or joint ventures to develop its specific projects. Any such transactions
may be consummated by Panda Ethanol or by the particular subsidiarics of Panda Ethanol that own and are developing the
specific ethanol projects. Any such dispositions of interests in the specific projects may result in a deconsolidation of these
project subsidiaries from our consolidated financial results and may result in a material decrease in our interest in, and control
over, such projects.

We need to secure additional financing, including project level debt financing, to fund the development and
construction of additional ethanol production facilities in Haskell, Kansas and Yuma, Colorado. Management estimates that
we will need approximately $546 million in additional financing, of which approximately $294 million would be raised to
finance the estimated development and construction costs of the Haskell facility and approximately $252 million would be
raised to finance the estimated development and construction costs of the Yuma facility. It is currently anticipated that
approximately $304 million of this amount will be funded through the incurrence of additional debt by the subsidiaries of
Panda Ethanol that are developing the particular projects, consisting of approximately $161 million for the Haskel! project
and $143 million for the Yuma project. We belicve that the incurrence of project level debt would be non-recourse to Panda
Ethanol.

In addition to funds raised through the issuance of additional sccurities of Panda Ethanol, amounts necessary to finance

the Yuma, Haskell and other projects may be obtained through other transactions such as the sale of interests in the particular

projects or the formation of partnerships or joint ventures to finance any remaining development costs for these projects. It is

currently contemplated that these co-investors, partners or venture partners would generally be industry participants that have

an interest in developing ethanol or have had prior involvement in the production and development of ethanol-related

projects. As currently planned, none of these co-investors, partners or venture partners would own more than 50 percent of

the total ownership interests in any particular project. Any sale of ownership interests in a project could have an adverse!

effect on our consolidated financial results and on our ability to control the operations relating to these projects.
|
|
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Additional amounts may be necessary to fund our on-going operations and the development of these and other projects.
It is currently anficipated that we may issue additional securities, pursuant to public offerings and/or private placements, in
order to finance these capital requirements,

No assurance can be given that any such financings, sales of interests or securities, or formations of strategic
partnerships may be consummated or that we will be able to obtain the necessary amounts to fund these development costs
and capital needs. Additionally, these transactions may have an adverse impact on our ongoing business operations and
consolidated financial results. There is no assurance that we will be successful in our efforts to develop, construct and operate
one or more ethanol plants. Even if we successfully meet all of these objectives and begin operations, there is no assurance
that we will be able to operate profitabiy.

Hereford Facility Project Financing

On July 28, 2006, Panda Hereford Ethanol, L.P. closed three debt financing transactions, the proceeds of which are
being used to finance the construction of the Hereford facility and provide certain working capital for the project. The debt
transactions include a $158.1 million senior secured credit facility, or senior debt, a $30.0 million subordinated secured credit
facility, or subordinated debt, and $50.0 million of tax-exempt bonds. The senior debt includes a letter of credit facility which
supports the tax-exempt bonds; accordingly, the total borrowing capacity under the three debt transactions is $188.1 million.
The debt financing transactions are more fully discussed in Note 5 to the audited financial statements contained in this annual
report on Form 10-K.

Contractual Obligations

The table below presents our contractual obligations as of December 31, 2006, in millions of dollars. We had no capital
lease obligations or operating lease obligations as of December 31, 2006.

Payments due by period

Less More
than 1-3 3-5 than
Contractual obligations Total 1 year years years 5 years
Long-Term Debt Obligations (1) ....ccccovorvreinrennevsrsseneenenrana, $ 2173 § 74 $ 490 § 511 & 1098
Construction-Related Obligations (2} .....ccceceevervvirisieesninninns 135.1 135.1 — — —
Total (3) $ 3524 § 1425 § 490 % 511 § 1098

(1} The table includes scheduled interest, principal and fee payments related to the our long-term debt outstanding as of
December 31, 2006. Our long-term debt obligations are all related to the construction financing for the Hereford
facility. As more fully discussed in Note 5 to our audited financial statements included in this annual report on Form
10-K, the amount and timing of payments may be affected by cash sweep provisions in the debt agreements which are
based on the future operating cash flow of the Hereford facility. These cash sweep provisions, if applicable, would
generally have the effect of accelerating principal payments on the debt as operating cash flow increases. Acceleration
of principal payments under these provisions would generally reduce future interest cost since the amount of principal
outstanding in future periods would be reduced. Also, we anticipate additional future borrowings under our debt
facilities beyond those outstanding at December 31, 2006, which will increase the future payment obligations
accordingly. :

(2) We are obligated under construction-related contracts as more fully discussed in Note 3 to our audited financial
statements included in this annual report on Form 10-K. The total obligations at inception of these contracts was §188.6
million. Payments on these contracts through December 31, 2006 totaled $53.5 million, resulting in future obligations
totaling $135.1 million. Payments generally become due under the contracts based on achievement of specified
construction milestones. At December 31, 2006, $5.9 million of the future obligations were included on the balance
sheet in “accounts payable and accrued liabilities—property, plant and equipment.”
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(3) The Company has financial derivative obligations consisting of a royalty interest embedded in the subordinated debt
obligation which is valued at $7.1 million, and an interest ratc swap agrecment which is valued at $0.5 million. These
obligations are more fully discussed in Notes 2 and 5 to our audited financial statements included in this annual report
on Form 10-K. The value of the royalty interest is based on expected future operating cash flow of the Hereford
facility. If the Hereford facility’s expected future operating cash flow increases, the value of the royalty interest liability
would also increase. The value of the interest rate swap is based on expectations of future interest rates. If expectations
of future interest rates increase, the value of the interest rate swap liability would decrease. We cannot reliably predict
the timing of the derivative payments on a year-by-year basis and, accordingly, the derivative obligations are not
included in the table above.

Off-balance sheet arrangements

There are no off-balance sheet arrangements that have or are reasonably likely to have a current or future effect on our
financial condition, changes in financial condition, revernues or €Xpenses, results of operations, liquidity, capital expenditures
or capital resources that are material to investors. '

Item 7A.  Quantitative and Qualitative Disclosures about Market Risk

Some of the information below contains forward-looking statements. The primary objective of the following
information is to provide forward-looking quantitative and qualitative information about the Company’s potential exposure to
market risks. The term “market risk” refers to the risk of loss arising from adverse changes in commodity prices and interest
rates charged on borrowings. The disclosure is not meant to be a precise indicator of expected future losses, but rather a
reasonable indicator of possible losses. This forward-looking information provides an indicator of how we view and manage
our ongoing market risk exposures.

We are a development stage company and are not presently conducting operations as an ethanol producer. We are
currently only subject to interest rate risk based on the interest rates charged on the borrowings of our wholly-owned
subsidiary, Panda Hereford Ethanol, L.P. If and when we begin operations, we will also be exposed to the impact of market
fluctuations associated with commodity prices as discussed below. We currently do not have exposure to foreign currency
risk.

Interest Rate Risk

Qur exposure to interest rates primarily relates to borrowings by Panda Hereford Ethanol, L.P. under the senior debt
and the tax-exempt bonds. The interest rate is fixed on the subordinated debt.

Interest on the senior debt is payable at a variable rate based upon LIBOR as more fully described in Note 5 to our
audited financial statements contained in this annual report on Form 10-K. On August 28, 2006, Panda Hereford Ethanol,
L.P. entered into an interest rate swap agreement to hedge its interest rate exposure on approximately 100% of the projected
term loan balance outstanding during the construction period and lesser amounts after commercial operations commence.
Under the swap agreement, on a quarterly basis we pay a fixed rate of approximately 5.2% and receive a variable rate based
upon LIBOR. Including the pre-completion margin of 3.75%, the Company’s total interest rate on the term loan is effectively
fixed at approximately 9.0% during construction via the swap agreement.

Interest on the tax-exempt bonds is payable at a va_riablé rate which is reset periodically based upon market rates. A 1%
change in interest rates would affect interest cost on the tax-exempt bonds by approximately $0.5 million per year based on
the $50.0 million outstanding balance of the tax-exempt bonds.
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Commodity Price Risk

We expect to produce ethanol from com, and our business will be sensitive to changes in the price of com. The price of
com is subject to fluctuations due to unpredictable factors such as weather, total corn planted and harvested acreage, changes
in national and global supply and demand, and government programs and policies. We also expect to use natural gas in the
cthanol production process at some of our facilities, and our business will be sensitive to changes in the price of natural gas.
The price of natural gas is influenced by such weather factors as extreme heat or cold in the summer and winter, in addition
to the threat of hurricanes in the spring, summer and fall. Other natural gas price factors include the U.S. domestic onshore
and offshore rig count and the amount of U.S. natural gas in underground storage during both the injection and withdrawal
seasons.

We anticipate that we will attempt to reduce the market risk associated with fluctuations in the prlce of corn and natural
gas in addition to the price of ethanol by employing a variety of risk management strategies.

Item 8. Financial Statements and Supplementary Data

See Index to Financial Statements on page F-1,

Item 9, Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
Not applicable,

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We maintain “disclosure controls and procedures,” as such term is defined in Rule 13a-15(¢) under the Securities
Exchange Act of 1934, as amended, or the Exchange Act, that are designed to ensure that information required to be
disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and reported
within the time periods specified in Securities and Exchange Commission’s rules and forms, and that such information is
accumulated and communicated to our management, including our Chief Executive Officer {CEQ) and Chief Financial
Officer (CFO), as appropriate, to allow timely decisions regarding required disclosure. In designing and evaluating our
disclosure controls and procedures, management recognized that disclosure controls and procedures, no matter how well
conceived and operated, can provide ohly reasonable assurance of achieving the desired control objectives and we necessarily
are required to apply our judgment in evaluating the cost-benefit relationship of possible disclosure controls and procedures.

Our management, together with our disclosure committee, evaluated, under the supervision and with the participation
of our CEQ, CFO and Chief Accounting Officer (CAO), together with our disclosure committee, the effectiveness of the
design and operation of our disclosure controls and procedures as of December 31, 2006,

Based upon this evaluation, our CEQ and CFQ have concluded that our disclosure controls and procedures were
effective as of December 31, 2006,

Changes in Internal Control over Financial Reporting

There were no changes to our internal control over financial reporting during our last fiscal quarter ended
December 31, 20006 that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.
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At the end of fiscal 2007, Section 404 of the Sarbanes-Oxley Act will require our management (o provide an
assessment of the effectiveness of our internal control over financial reporting, and our independent registered public
accountants wilk be required to audit management’s assessment. We are in the process of performing the system and process
documentation, evaluation and testing required for management to make this assessment and for our independent registered
public accountants to provide their attestation report. We have not completed this process or our assessment, and this process
will require significant amounts of management time and resources. In the course of evaluation and testing, management may
identify deficiencies that will need to be addressed and remediated.

Item 9B. Other Information

None.
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PART LI

Item 10. Directors, Executive Officers and Corporate Governance

Set forth below are our directors, executive officers and nominees for director or executive officer. All directors and
executive officers have been employed by Panda Ethanol since October 1, 2006. Prior to that date, most of our officers,
directors and individuals who performed services related to our operations, management, markcting, project management,

logistics and administration were employed by Panda Energy and its affiliates and were subject to a transition services

agreement between Panda Ethanol and Panda Energy.

All of our officers and directors who were also officers and directors of Panda Energy have resigned from their
respective positions with Panda Energy with the exception of Robert W, Carter, who continues to serve as Chairman of both
Panda Energy and Panda Ethanol.

Name Age  Positions
Robert W. Carer......ooiccoicic e 68 Chairman
Todd W. Carter ..ovveciiiircrrnne et vas e ses st ste e 39 Chief Executive Officer and President and Director
L. Stephen Rizzieri .....coooovviriiiceniiienciicisioeevn. 51 Chief Legal Officer, General Counsel and Sccretary
Michael Trentel...........ocoviiiiieccreeeeeeect e 41 Chief Financial Officer and Treasurer
Darol Lindloff ..o eccneceeen, 68 Chief Operating Officer
Ralph Killian......o.coormironineie s, 60 Senior Vice President-—Development
Robert K. SIMIMONS ...oioviviieiieeeeee ettt e 50 Senior Vice President—Finance
G. Michagl Boswell ......coooovieiiiivieeeceee e 66 Director
Donnell Brown. . ..o nscers e resnen 37 Director
Philip 12, English........cccovoiiriimimicnccrrnnnnciens 58 Director

Robert W. Carter. Mr. Robert Carter has served as chairman of our Board of Directors since November 6, 2006,
Mr. Robert Carter founded Panda Energy in 1982 where he has served and continues to serve as Chairman of the Board and
Chief Executive Officer since January 1995. Mr. Robert Carter is also President of Robert Carter Oil & Gas, Inc., which he
founded in 1980. From 1978 to 1980, Mr. Robert Carter was Vice President of oil and gas lease sales for Reserve Energy
Corporation. From 1974 to 1978, he served as a marketing consultant to Forward Products, Inc. and was the Executive Vice
President of Blasco Industries from 1970 to 1974.

Todd W. Carter. Mr. Todd Carter has served as our Chief Executor Officer and President and as a member of our
Board of Directors since November 6, 2006 and held the same offices at Panda Ethanol—Delaware from October 1, 2006 to
November 6, 2006. Mr. Todd Carter was employed at Panda Energy from 1989 to September 2006 and served in several
roles. From December 2004 to September 2006, Mr. Todd Carter served as President of Panda Development Corporation, a
division of Panda Energy, responsible for all greenfield development ethanol projects. In 2000, Mr. Todd Carter was named
President of Panda Energy with duties for the overall company. Prior to that he held the role of Sentor Vice President of
Corporate Finance. From 1994 to 1998, Mr. Todd Carter served as President of Pan—Oak Corporation, a wholly-owned
subsidiary of Panda Energy. There, Mr. Todd Carter oversaw oil and gas cxploration, acquisition and prospect development.
A graduate of The University of Texas at Austin, he holds a B.A. in Economics.

L. Stephen Rizzieri. Mr. Rizzieri has served as our Chief Legal Officer, General Counsel and Secretary since
November 6, 2006 and held the same offices at Panda Ethanol—Delaware from October 1, 2006 to November 6, 2006.
Mr. Rizzieri was employed at Panda Energy from 1996 to October 2006. He served as Chief Legal Officer and General
Counsel from July 2000 to September 2006. Prior to that and since April 1996, he served as Senior Vice President (starting in
1998} and in other executive roles with Panda Energy. From 1993 to 1996, he was Assistant General Counsel of Enserch
Development Corporation. From 1985 to 1993, Mr. Rizzieri served in various capacities with Sunshine Mining Company and
its aftiliated companies, including as Assistant General Counsel and Secretary. From 1981 to 1985, he scrved in various
capacities with Woods Petroleum Corporation (which was purchased by Sunshine Mining Company i 1985)and its
affiliates, most recently as President of Woods Securities Corporation. In 1980, Mr. Rizzieri served as Deputy General
Counsel—Enforcement Division, Oklahoma Securities Commission. Mr. Rizzieri earned a Juris Doctor degree from the
University of Oklahoma and a Bachelor of Arts degree from the State University of New York at Genesco.
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Michael Trentel. Mr. Trentel has served as our Chief Financial Officer and Treasurer since November 6, 2006 and held
the same offices at Panda Ethanol—Delaware from October 1, 2006 to November 6, 2006. Mr. Trentel was employed at
Panda Energy from 1998 to September 2006, where he served as Chief Financial Officer since November 2005. Prior to
serving as Chief Financial Officer, Mr. Trentel held a variety of finance positions where he was involved in various financing
transactions. Mr. Trentel has also held positions at Panda Energy in development, acquisitions and asset management. Before
joining Panda Energy, he spent 9 years in the oil and gas industry with ARCO. He holds a Master of Business Administration
from the University of Southern California and a Bachelor of Science in Chemical Engineering from Purdue University.

Darol Lindloff: Mr. Lindloff has served as our Chief Operating Officer since November 6, 2006 and held the same
office at Panda Ethanol—Delaware from October 1, 2006 to November 6, 2006. Mr. Lindloff was employed at Panda Energy
from 1989 to September 2006. He scrved as Chief Operating Officer since January 2005. Prior to serving as Chief Operating
Officer, he was Senior Vice President, responsible for engineering, consiruction, operations and asset management.

Mr. Lindloff served as President of Panda Energy from 1997 to 2000. Prior to 1997, he served the company as a Vice
President in the capacities of Business Development, Technical Director and Project Development. Before joining Panda
Energy, Mr. Lindloff was a Regional Director for Southwest Research Institute and prior to that, he was involved in the
development of power and steam generating projects for Hawker Siddeley Power Engineering and for Central and Southwest
Corporation, Mr. Lindloff is a graduate of Southwestern University with a Bachelor of Science Degree in Organic Chemistry.

Ralph Killian. Mr. Killian has served as our Senior Vice President—Development since November 6, 2006 and held
the same office at Panda Ethanol—Delaware from October 1, 2006 to November 6, 2006. Mr. Killian was employed as
Senior Vice President in Development of Panda Energy from December 2004 to September 2006, From 2002 to 2004,

Mr. Killian provided consulting, advisory and management services to various companies in the energy industry. These
consulting and advisory activities included involvement in the organization and management of a start-up wind energy
company, the provision of expert testimony in energy related litigation and the advising on power plant development issues.
Mr. Killian previously served Panda Energy in many roles from 1989 through 2001, with senior management responsibility
over business development, fuels, power sales, operations and asset management. Prior to joining Panda, he was Senior Vice
President for Texas Fastern Gas Transmission Corporation and served in various management and engineering positions with
Amoco Production Company. Mr. Killian is a graduate of the University of Florida with a Bachelor of Science in Chemicai
Engincering.

Robert K. Simmons. Mr. Simmons has served as our Senior Vice President—Finance since November 6, 2006 and held
the same office at Panda Ethanol—Delaware from October 1, 2006 to November 6, 2006. Mr. Simmons was employed at
Panda Energy from 2001 to September 2006. He served as Senior Vice President of Finance with responsibilities including
project financing, joint ventures, and corporate capital. Before joining Panda Energy, Mr. Simmons was Managing Director
of Structural Finance for Deutsche Banc. Mr. Simmons has also held senior positions at Citibank and Swiss Bank Corp. He
has been involved with financing, restructuring, and mergers and acquisitions relating to the power industry since 1983. He
has a B.A. from Georgetown University and an MBA from the JL Kellogg School at Northwestern University.

G. Michael Boswell. Mr. Boswell has served as a member of our Board of Directors since November 2006,
Mr. Boswell is a principal of TBP Investments Management, LLC, a firm that provides investment advisory services focused
on energy-related commodity futures and equities, natural gas fueled vehicles and development of water resources for
municipal and industry use. Prior to this, Mr. Boswell was a principal and owner of Fish Traders of Texas, LP, a large
aquaculture/fish raising marketing enterprise from 1993 to 1998, Mr. Boswell began his career as a lawyer with a Dallas law
firm and then was employed by two New York Stock Exchange, or NYSE, member firms, serving as Senior Vice President
and General Counsel of du Pont Glore Forgan from 1972 to 1974 and Executive Vice President, Director and Chief
Operating Officer of Great Western United Corporation from 1974 to 1977. From 1977 to 1979, Mr. Boswell was the
Chairman of a London-based commodity merchant firm. From 1976 through 1993, he was chairman and chief executive
officer of Sunshine Mining Company (a NYSE-traded company). Mr. Boswell was formerly a member of the New York
Coffee and Sugar Exchange. Mr. Boswell received his Juris Doctor and a Bachelor of Business Administration from
Southern Methodist University and has an associate degree from Marion Military Institute.
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Donnell Brown. Mr. Brown has served as a member of our Board of Directors since November 2006. Mr, Brown and
his family own and manage the R.A. Brown Ranch in Throckmorton, Texas, a family business since 1895. Mr. Brown has
served on the Long Range Strategic Planning Committees for the National Cattleman’s Beef Association, as well as three
different cattle breed associations. He currently serves on the Board of Directors of the Texas Red Angus Association and on
committees for the Texas and southwestern Cattle Raisers Association as well as the Texas Farm Bureau who named him the
Outstanding Young Farmer/Rancher of Texas in 2003, Mr. Brown is a graduate of Texas Tech University with a degree in
Agriculture Business.

Philip D. English. Mr. English has served as a member of our Board of Directors since February 28, 2007. Mr. English
has served as President, Chief Executive Officer and Director of Broventure Company, Inc. since 1987. Broventure is a
diversified investment company involved in venture capital, ranching, real estate, timber and oil and gas exploration.
Mr. English has also served as President, Chief Executive Officer and Director of Broseco Land and Cattle Company, Inc.
since 1999. Mr. English has previously served on the boards of various venture backed companies and a family of mutual
funds operated by United Asset Management Corporation from 1986 to 2002. Mr. English holds a Bachelor of Science in
psychology and a Master of Business Administration from Southern Methedist University,

Mr. Robert Carter is the father of Mr. Todd Carter. There are no other family relationships between any of our
directors, nominees for director or executive officers. To our knowledge, there have been no material legal proceedings as
described in Item 401(f) of Regulation S-K during the last five years that are material to an evaluation of the ability or
integrity of any of our directors, persons nominated to become directors or executive officers.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Act of 1934 requires our directors, executive officers, and any persons who own more
than 10% of a registered class of our equity securities, to file reports of ownership and changes in ownership with the SEC.
SEC regulation requires executive officers, directors and greater than 10% stockholders to furnish us with copies of all
Section '16(a) forms they file. Based solely on our review of the copies of such forms received by us, we believe that during
the fiscal year ended December 31, 2006 our executive officers, directors, and greater than 10% stockholders complied with
all applicable filing requirements.

Code of Ethics

We have adopted a code of ethics that applies to all our directors and employees, including the principal executive
officer, principal financial officer, principal accounting officer and controller, The full text of our Code of Business Conduct
and Ethics is incorporated by reference as an exhibit to this annual report. We intend to publish our Code of Business
Conduct and Ethics on our website and disclose future amendments to certain provisions of our Code of Business Conduct
and Ethics, or waivers of such provisions granted to executive officers and directors, on this web site within five business
days following the date of such amendment or waiver.
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Stockholders Nominations for Director Nominees

No material changes have been made to the procedures by which our stockholders may recommend nom_iriecs to our
Board of Directors since we described the procedures in our definitive proxy statement filed October 25, 2006, for the 2006
special meeting of stockholders. Our Nominating Committee has proposed the current slate of directors be put up for re-

election at our annual stockholders meeting.

4 [

Audit Committee

The Company currently maintains an audit committee consisting of Messrs. Boswell, Brown and English as its
members, each an independent director under the Nasdaq listing standards and under the SEC rules. The audit committee
includes one independent director, Mr. Boswell, who meets the qualifications of an “audit committee financial expert” in
accordance with SEC rules. The purpose of the audit committec is to appoint, retain, set compensation of, and supervise our
independent accountants, review the results and scope of the audit and other accounting related services and review our
accounting practices and systems of internal accounting and disclosure controls.

b '

'

Ttem 11, Executive Compensation ' -

Compensation Discussion and Analysis

Overview

The following Compensation Discussion and Analysis describes the material elements of compensation for our
executive officers identified in the Summary Compensation Table, whom we refer to as the named executive officers.

, Prior to the merger of Panda Ethanol—Delaware with and into our company on November 6, 2006, our sole employee,
Mr. Reed Fisher, President and Secretary, received no compensation. After the merger, all of the members of management of
Panda Ethanol—Delaware became members of our management. Because the merger fell so late in the year, for the )
remaining two months of the 2006 fiscal year, we generally kept in place the salary and bonus compensation structure that
was previously in place at Panda Ethanol—Delaware and, prior to that, at Panda Energy, for such employees. Both Panda
Ethanol—Delaware and Panda Energy were private companics. Accordingly, the discussion of our fiscal 2006 compensation
contained in this Compensation Discussion and Analysis is brief. The compensation committee plans to review all of our
compensation arrangements for fiscal 2007 and this Compensation Discussion and Analysis also includes some general

concepts related to our planned practices and procedures with respect to compensation.

tE 2 '

Compensation Philosbphy and Objectives

The compensation committee is responsible for reviewing the competitiveness of our executive compensation
programs to ensure (a) the attraction and retention of corporate officers, (b) the motivation of corporate officers to achieve
our business objectives, and (c) the alignment of the interests of key leadership with the short-term and long-term interests of -
our stockholders. The compensation committee aiso has responsibility for establishing, implementing and continually
monitoring adherence with our compensation philosophy, and ensuring that the total compensation paid to our executive
officers, including the named executive officers, is fair and reasonable. Generally, the types of compensation and benefits
provided to the named executive ofticers are similar to those provided to other executive officers.
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Compensation of Executive Officers S

The total compensation paid for the 2006 fiscal year to the Chief Executive Officer, Mr, Todd-W. Carter, Chief -
Financial Officér, Mr. Michaél Trente!, and the other three most highly paid executive officers who received-¢ash: «~ - ' - -
compensation in excess of $100,000 for the fiscal-year ended December 31, 2006 collgetively referred to as the “named
executive officers”, is set forth below in the following Summary Compensation Table. For fiscal year 2006, we incorporated
compensation received by the named executive officers from Panda Ethanol—Delaware and Panda Energy to determiné the
status of such persons as named executive officers. Otherwise, none of such persons would have exceeded the $100,000
threshold. Compensatlon information is also provided for Mr. Reed Fisher, who served as President and Secretary of Cirracor |

prior to the merger on Novcmber 6,2006, . ')
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Todd W. Carter...........

Chief Executive
Officer

Robert K. Simmons ....

Senior Vice
President—
Finance

L. Stephen Rizzieri

Chief Legal Officer
and General
Counsel

Michael A, Trentel,

Chief Financial
Officer and
Treasurer

Darol S. Lindloff....
Chief Operating
Officer

Reed Fisher.................

President and
Secretary of
Cirracor

2006

2006

2006

69,396(2)

66,242(4)

52,273(5)

39,375(6)

48,125(8)

34,689

33,121

26,136

19,688

24,063

— — 600(3)
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— — —(10)

(1) Bonus amounts covered the full 2006 fiscal year and were based on a full year’s employment and salary.

104,685

99,363

78,409

59,063

72,568

{2) Represents amounts paid since the merger on November 6, 2006. Does not include $34,689 paid by Panda Ethanol—
Delaware to Mr. Carter from October 1, 2006 to November 6, 2006 and $299,065 paid by Panda Energy to Mr. Carter
from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda Ethanol—Delaware
and Panda Energy to Mr. Carter for fiscal 2006 equals $403,150.

(3) Represents a $300 per month car allowance paid by us. Does not include $300 paid by Panda Ethanol—Delaware to
Mr. Carter from October 1, 2006 te November 6, 2006 and $2,700 paid by Panda Energy to Mr. Carter from January 1,
2006 to September 30, 2006. Does not include any amounts for personal use by Mr. Carter on two occasions, one in
January 2006 and one in April 2006, of an aircraft owned by a subsidiary of Panda Energy as any amounts related to
such use were paid in full by Panda Energy and were not reimbursed by us or Panda Ethanol—Delaware. Does not
include $49,500 of compensation paid by us to Mr. Carter in connection with his service as a director. See “—
Compensation of Directors.” Also does not include $36,500 of compensation paid by Panda Energy to Mr. Carter in
fiscal 2006 in connection with his service as a director.
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Stockholders Nominations for Director Nominees

No material changes have been made to the procedures by which our stockholders may recommend nominees to our
Board of Directors since we described the procedures in our definitive proxy statement filed October 25, 2006, for the 2006
special meeting of stockholders. Our Nominating Committee has proposed the current slate of directors be put up for re-
election at our annual stockholders meeting.

Audit Committee

The Company currently maintains an audit committee consisting of Messrs. Boswell, Brown and English as its
members, each an independent director under the Nasdaq listing standards and under the SEC rules. The audit committee
includes one independent director, Mr. Boswell, who meets the qualifications of an “audit committee financial expert” in
accordance with SEC rules. The purpose of the audit committee is to appoint, retain, set compensation of, and supervise our
independent accountants, review the results and scope of the audit and other accounting related services and review our
accounting practices and systems of internal accounting and disclosure controls.

Item 11. Executive Compensation
Compensation Discussion and Analysis
Overview

The following Compensation Discussion and Analysis describes the material elements of compensation for our
executive officers identified in the Summary Compensation Table, whom we refer to as the named exccutive officers.

Prior to the merger of Panda Ethanol—Delaware with and into our company on November 6, 2006, our sole employee,
Mr. Reed Fisher, President and Secretary, received no compensation. After the merger, all of the members of management of
Panda Ethanol—Delaware became members of our management. Because the merger fell so late in the year, for the
remaining two months of the 2006 fiscal year, we generally kept in place the salary and bonus compensation structure that
was previously in place at Panda Ethanol—Delaware and, prior to that, at Panda Energy, for such employees. Both Panda
Ethanol—Delaware and Panda Energy were private companies. Accordingly, the discussion of our fiscal 2006 compensation
contained in this Compensation Discussion and Analysis is brief. The compensation committee plans to review all of our
compensation arrangements for fiscal 2007 and this Compensation Discussion and Analysis also includes some general
concepts related to our planned practices and procedures with respect to compensation.

Compensation Philosophy and Objectives

The compensation committee is responsible for reviewing the competitiveness of our executive compensation
programs to ensure (a) the attraction and retention of corporate officers, (b) the motivation of corporate officers to achieve
our business objectives, and (c) the alignment of the interests of key leadership with the short-term and long-term interests of
our stockholders. The compensation committee also has responsibility for establishing, implementing and continually
monitoring adherence with our compensation philosophy, and ensuring that the total compensation paid to our executive
officers, including the named executive officers, is fair and reasonable. Generally, the types of compensation and benefits
provided to the named executive officers are similar to those provided to other executive officers.
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The day-to-day design and administration of savings, health, welfare and paid time-off plans and policies applicable to
salaried employees in general are handled by our Human Resources department. The compensation committee (or board of
directors) remains responsible for certain fundamental changes outside the day-to-day requirements necessary to maintain
these plans and policies. '

The compensation committee will base its compensation programs on the following objectives:

»  Compensation should be based on the level of job respensibility, individual performance, and company
performance. As employees progress to higher levels in the organization, an increasing proportion of their pay
should be linked to company performance and shareholder returns, because they are more able to affect the
company’s results.

+  Compensation should reflect the value of the job in the marketplace, To attract and retain a highly skilied work
force, we must remain competitive with the pay of other premier employers who compete with us for talent.

»  Compensation and benefit programs should be egalitarian. While the programs and individual pay levels will
always reflect differences in job responsibilities, geographies, and marketplace considerations, the overall
structure of compensation and benefit programs should be broadly similar across the organization. Perquisites for
executives should be rare and limited to those that are important to the executive’s ability-to safely and
effectively carry out his or her responsibilities.

Role of the Chairman and Executive Officers in Compensation Decisions

For fiscal 2007, the compensation committee plans to make all compensation decisions for the executive officers,
including the named executive officers and to approve all equity awards, if any, to our executive officers. 1t 1s anticipated that
the Chairman will participate in the annual review of the compensation and performance of the executive officers, including
the named executive officers, and the President will participate in the annual review for all executive officers, other than
himself. For fiscal 2006, the Chairman set the original salaries at Panda Ethanol—Delaware and deterrined the amount of
the 2006 cash bonus in accordance with past practices.

Setting Execiitive Compensation

Prior to the merger on November 6, 2006, the sole employce of Cirracor, Mr. Reed Fisher, President and Secretary,
received no compensation. For November and December of 2006, we generally kept in place the overall compensation
structure that was set by Panda Ethanol—Delaware and Panda Energy earlier in the year for our executives. This was mainly
due to the facts that the merger occurred very late in the year and all of the members of our current management were former
employees of Panda Ethanol— Delaware and, prior 1o that, Panda Energy. We conchided that the most efficient and logical
course of action was to essentially carry-over the prior compensation structure at Panda Ethanol—Delaware and Panda
Energy for the remainder of fiscal 2006. The cash bonuses paid by us to our executive officers covered the full 2006 fiscal
year and were based on a full year’s employment and base salary. At Panda Ethanol—Delaware and Panda Energy, the -
Chairman set the base salary and cash bonus amounts in accordance with past practices. This overall compensation was at a
level that the Chairman, Panda Ethanol—Delaware and Panda Energy believed to be competitive with their peer companies.

The compensation committee plans to review all of our compensation arrangements for fiscal 2007. Based on the
compensation philosophy and objectives described above, the compensation committee plans to structure our annual and
incentive-based executive compensation to motivate executives to achieve the business goals set by us and reward the
executives for achieving such goals. We currently do not have any non-cash component of our compensation, although such
non-cash compensation may be incorporated into our structure in the future,

Components of Executive Compensation
The components of the total compensation paid to the executives include the following:
«  Basesalary

«  (Cash incentive bonus
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Base salary

Base salary is the guarantced element of executive’s annual cash compensation. The value of base salary reflects the
executive’s long-term performance, skill set and the market value of that skill set. The compensation committee plans to
review our base salary arrangements as a part of its overall review of our compensation practices.

Cash incentive bonus

The Chairman set our fiscal 2006 bonus in accordance with past practices at Panda Ethanol ~ Delaware and Panda
Energy. The payout of this bonus was intended to cover the full 2006 fiscal year and occurred in December 2006, which is
consistent with the timifig of prior bonus payments. To date, we have granted only cash incentive compensation. There is no
current pre-established policy or target for the allocation between either cash and non-cash or short-term and long-term
incentive compensation. The compensation committee plans to review our incentive compensation arrangements to determine
the appropriate level and mix of incentive compensation as a part of its overall review of our compensation practices.
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Compensation of Executive Officers

The total compensation paid for the 2006 fiscal year to the Chief Executive Officer, Mr. Todd W. Carter, Chief
Financial Officer, Mr. Michael Trentel, and the other three most highly paid executive officers who received cash
compensation in excess of $100,000 for the fiscal year ended December 31, 2006 collectively referred to as the “named
executive officers”, is set forth below in the following Summary Compensation Table. For fiscal year 2006, we incorporated
compensation received by the named executive officers from Panda Ethanol—Delaware and Panda Energy to determine the
status of such persons as named executive officers. Otherwise, nong of such persons would have exceeded the $100,000
threshold. Compensation information is also provided for Mr. Reed Fisher, who served as President and Secretary of Cirracor
prior to the merger on November 6, 2006, ' '

Name and Principal
Position

Year

r

2006 FISCAL YEAR SUMMARY COMPENSATION TABLE

Salary
%)

Bonus

()

Stock
Awards

®

Option
Awards

$)

Change in
Pension
Value and
Nonqualified
Non-Eqnity Deferred
Tacentive Plan Compensation
Compensation Earnings

] $)

All Other
Compensation Total
($) ($)

Todd W. Carter..........

Chief Executive
Officer

Robert K. Simmons ....

Senior Vice
President—
Finance

L. Stephen Rizzieri .....

Chief Legal Officer
and General
Counsel

Michael A. Trentel.....

Chief Financial
Officer and
Treasurer

Darol S. Lindloff........

Chief Operating
Officer

Reed Fisher.................

President and
Secretary of
Cirracor

2006

2006

2006

69,396(2)

66,242(4)

52,273(5)

39,375(6)

48,125(8)

34,639

33,121

26,136

19,688

24,063

— —

600(3) 104,685

— 99,363

— 78,409

— 59,063

380(9) 72,568

—10)  —

(1)
2)

3

Bonus amounts covered the full 2006 fiscal year and were based on a full year’s employment and salary.

Represents amounts paid since the merger on November 6, 2006, Does not include $34,689 paid by Panda Ethanol—
Delaware to Mr. Carter from October 1, 2006 to November 6, 2006 and $299,065 paid by Panda Energy to Mr. Carter
from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda Ethanol—Delaware
and Panda Energy to Mr. Carter for fiscal 2006 equals $403,150.

Represents a $300 per month car allowance paid by us. Does not include $300 paid by Panda Ethanol—Delaware to
M. Carter from October 1, 2006 to November 6, 2006 and $2,700 paid by Panda Energy to Mr. Carter from January 1,
2006 to September 30, 2006. Daoes not include any amounts for personal use by Mr, Carter on two ogeasions, one in
January 2006 and onc in April 2006, of an aircraft owned by a subsidiary of Panda Energy as any amounts related to
such use were paid in full by Panda Energy and were not reimbursed by us or Panda Ethanol—Delaware. Does not
include $49,500 of compensation paid by us to Mr. Carter in connection with his service as a director. See “—
Compensation of Directors.” Also does not include $36,500 of compensation paid by Panda Energy to Mr. Carter in
fiscal 2006 in connection with his service as a director.
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(4) Represents amounts paid since the merger on November 6, 2006. Does not include $33,121 paid by Panda Ethanol—
Delaware to Mr. Simmons from October 1, 2006 to.November 6, 2006 and $285,471 paid by Panda Energy to
M. Simmons from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Simmons for fiscal 2006 equals $384,834.

(5) Represents amounts paid since the merger on November 6, 2006. Does not-include $26,136 paid by Panda Ethanol—
Delaware to Mr. Rizzieri from October 1, 2006 to November 6, 2006 and $225,270 paid by Panda Energy to
Mr. Rizzieri from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Rizzieri for fiscal 2006 equals $303,679.

(6) Represents amounts paid since the merger on November 6, 2006. Does not include $19,688 paid by Panda Ethanol—
Delaware to Mr. Trentel from ‘Oglt)ober 1, 2006 to November 6, 2006 and $169,688 paid by Panda Energy to
. Mr. Trentel from January 1, 2006 1o September 30, 2006. The aggregate of all payments of salary by us, Panda
_Ethanol—Delaware and Panda Energy to Mr. Trentel for fiscal 2006 equals $228,751.

(7} Does not include amounts related to an option to purchase 25,000 shares of Panda Energy common stock granted to
MTr. Trentel by Panda Energy on August 16, 2006. The option has an exercise price of $3.00 per share and vests in three
equal installments on August 16, 2008, 2009 and 2010. The option will not vest if a termination of employment with

o - Panda Energy or Panda Ethanol has occurred. The option expires (i) on August 16, 2016, (ii) on the 30" day following

termination of Mr. Trentel’s employment with Panda Energy or Panda Ethanol other than “for cause” and immediately
upon a termination “for cause,” and (iii) six months following Mr. Trentel’s death or disability. The option was granted
in connection with an agreement entered into on November 14, 2005 between Panda Energy and Mr. Trentel regarding
the acquisition of options to purchase 25,000 shares of Panda Energy common stock upon closing of financing for the
Hereford facility and options to purchase 10,000 sharés of Panda Energy common stock upon closing of findncing for
each of the next six ethanol facilities with a capacity of 100 million gallons or more. All of such options will have an
exercise price of $3.00 per share. - : e, . : : :

(8) Represents amounts paid since the merger on November 6, 2006. Does not include $24,063 paid by Panda Ethanol—
Delaware to Mr. Lindloff from October 1, 2006 to November 6, 2006 and $207,396 paid by Panda Energy to .
Mr. Lindloff from January 1, 2006 to September 30, 2006, The aggregate of all payments of salary by us, Panda
Ethanol'—Delaware and Panda Energy to Mr. Lindloff for ﬁscgl 2006 equals $279,584. .

[N & +

)] ’ Repreéents a $190.00 per month car allowance paid by the Company. Does not include $196 péi'd by Paq‘d“a. Ethanol—
Delaware to Mr. Lindloff from October 1, 2006 to November 6, 2006 and $1,710 paid by Panda Energy to Mr. Lindloff
from January 1, 2006 to September 30; 2006. - st A C C

(10) Mr. Fisher received no compensation in fiscal 2006. Does not inchide a loan in the amourit of $7,666 which we-repaid
to Mr. Fisher after consummation of the merger. ‘ a ' v ‘ -

We provide only minimum perquisites to executive officers which have been identified in the footnotes to the _
Suramary Compensation Table above. We prefer to compensate named executive officers using a mix of salary and cash
bonus. We do provide Messrs. Carter and Lindloff with a monthly car allowance. Perquisites do not include any amounts
related to the provision of covered parking to the above named executive officers because the covered parking is provided by
the building at no incremental cost to us. : -

1 L . , 0 PN i

On November 1, 2006, Panda Energy granted options to purchase cor;llmon stock of Panda Energy to Messrs.
Simméns; Trentel'and Lindloff. Mr. Simmoris’s option is for 100,000 shares, M. Lindloff’s option-is for 15,000 shares and
Mr. Trentel’s has two options for 5,000 shares each. The options have an exercise price of $3.00 per share and are fully
vested and exercisable. The options expire on (i) the 30" day following termination of employment of the option holder with
Panda Energy or Panda Ethanol other than “for cause” and immediately upon a termination “for caiise” or (ii) six months
following the option holder’s death or disability. The option grantéd to Mr. Siinmons otherwise expires 6n July 1, 2011, the
option granted to Mr. Lindloff otherwise expires on'March 31, 2009 and Mr. Trentel’s options otherwise expire on March31,
2009 and on July {,-2011. The option amounts, terms and price are the same as options held by such option holders that -
expired by their terms.upon their employment with Panda Energy due to such option holder’s.change in employment to
Panda Ethanol—Delaware. These.options were issued in recognition-of the option holder’s past services as an employee of
Panda Energy.' We do not believe that any.of these options represents compensation for services rendered to us.: -

tonn i T .. . P - ' A [E R §

4 + S,
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Secunty Ownership of Certain Beneficial Owners : R .

The Company’s-only outstanding class of equity secritiés is its common stock, par Value $0.001 per share. The :
following table sets forth information regarding the beneficial ownership of our common stock as of March 15, 2007 by each
person known to us to own beneficially more than five percent (5%) of our common stock as of March 15, 2007

‘ An‘ioulﬁ snd Nature of <A -

Name and Address of Beneficial Owner Beneficial Ownership(1) Percent of Class
Panda Energy International, Inc.............. et ——————— 14,217,341 45.8%
4100 Spring Valley, Suite 1001

Dallas, TX 75244 '~ R

GLG PArNErs LP ..ottt tnaes e sttt n et aenan 5,019,947(2) 16.2%
1 Curzon Street

London W1J SHRB

England

Seneca Capital LP ..ottt svseas 2,247.399(3) 7.2%

590 Madison Avenue, 28th Floor
New York, NY 10022

FrontPoint Energy Horizons Fund GP, LLC ............ccoovviinrinnen. 1,831,214(4) 5.9%
2 Greenwich Plaza
Greenwich, CT 06830

(1) Beneficial ownership as reported in the above table has been determined in accordance with Rule 13d-3 under the
Exchange Act. Beneficial ownership information is based on the most recent Form 3, 4 and 5 and 13D and 13G filings
with the Securities and Exchange Commission, or SEC, and reports made directly to us. The percentages indicated are
based on 31,066,659 shares of common stock outstanding as of March 28, 2007,

(2) Includes 1,670,289 shares held by GLG North American Opportunity Fund, 1,002,173 shares held by GLG Global
Utilities Fund, 2,338,403 shares held by GLG European Long-Short Fund and 9,080 shares indirectly owned by GLG
Partners LP on behalf of certain managed accounts, which are managed by GLG Partners LP. GLG Partners LP, an
English limited partnership, acts as the investment manager of certain funds and managed accounts and may be
deemed, as of the date hercof, to be the beneficial owner of the securities held by such funds and managed accounts.
GLG Partners Limited, an English limited company, is the general partner of GLG Partners LP. Noam Gottesman,
Pierre Lagrange and Emmanuel Roman are cach a managing director of GLG Partners Limited. GLG Partners LP,
GLG Partners Limited, Noam Gottesman, Pierre Lagrange and Emmanuel Roman do not hold directly any of our
securities or derivative securities with respect thereto, and disclaim any beneficial ownership of any of such securities
reported or excluded herein, except for their pecuniary interest therein.

(3) Includes 1,415,029 shares held by Seneca Capital International Subsidiary Corp I11, 827,606 shares held by Seneca
Capital LP and 4,764 shares held by Seneca Capital LP II. Doug Hirsch is the managing member of the general partner
of Seneca Capital LP and Seneca Capitat LP II. Mr, Hirsch is also the sole director of Seneca Capital International
Subsidiary Corp III and is the managing member of the general partner of the investment manager to Seneca Capital
International Subsidiary Corp lII’s sole shareholder. As such, Mr. Hirsch has investment and voting power for the
securities owned by each of Seneca Capital LP, Seneca Capital LP IT and Seneca Capital International Subsidiary Corp
IIL. Mr. Hirsch disclaims beneficial ownership of these securities except to the extent of his pecuniary interest therein.

{4) Includes 915,607 shares held by FrontPoint Utility and Energy Fund, L.P. and 915,607 shares held by FrontPoint
Energy Horizons Fund, L.P. FrontPoint Energy Horizons Fund GP, LLC is the general partner of FrontPoint Energy
Horizens Fund, L.P. FrontPoint Utility and Energy Fund GP, LLC is the-general partner of FrontPoint Utility and
Energy Fund, L.P. FrontPoint Partners LLC is the managing member of FrontPoint Energy Horizons Fund GP, LLC
and FrontPoint Utility and Energy Fund GP, LLC and as such has voting and dispositive power over these securities.
FrontPoint Partners LLC is an indirect wholly-owned subsidiary of Morgan Stanley.
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(4)

)

(6)

O

®

-9

(10

Summary Compensation Table above. We prefer to compensate named executive officers using a mix of salary and cash
bonus. We do provide Messrs. Carter and Lindloff with a monthly car allowance. Perquisites do not include any amounts
related to the provision of covered parking to the above named executive officers because the covered parking is provided by
the building at no incremental cost to us. .

Simmons, Trentel and Lindloff. Mr. Simmons’s option is for 100,000 shares, Mr. Lindloff’s option is for 15,000 shares and
Mr. Trentel’s has two options for 5,000 shares each. The options have an exercise price of $3.00 per share and are fully
vested and exercisable. The options expire on (i) the 30" day following termination of employment of the option holder with
Panda Energy or Panda Ethano! other than “for cause™ and immediately upon a termination “for cause™ or (i1) six months
following the option holder’s death or disability. The option granted to Mr. Simmons otherwise expires on July 1, 2011, the
option granted to Mr. Lindloff otherwise expires on March 31, 2009 and Mr. Trentel’s options otherwise expire on March 31,
2009 and on July 1, 2011, The option amounts, terms and price are the same as options held by such option holders that
expired by their terms.upon their emiployment with Panda Energy due to such option holder’s.change in employment to
Panda Ethanol—Delaware. These options were issued in recognition-of the option holder’s past services as an employee of
Panda Energy. We do not believe that any of these options represents compensation for services rendered to us.

Represents amounts paid since the merger on November 6, 2006. Does not include $33,121 paid by Panda Ethanol—
Delaware to Mr. Simmons from October 1, 2006 to November 6, 2006 and $285,471 paid by Panda Energy to

Mr. Simmons from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr., Simmons for fiscal 2006 equals $384,834.

Represents amounts paid since the merger on November 6, 2006. Does not include $26,136 paid by Panda Ethanol-—
Delaware to Mr. Rizzieri from October 1, 2006 to November 6, 2006 and $225,270 paid by Panda Energy to

Mr. Rizzieri from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Rizzieri for fiscal 2006 equals $303.679.

Represents amounts paid since the merger on November 6, 2006, Does not include $19,688 paid by Panda Ethanol—
Delaware to Mr. Trentel from October 1, 2006 to November 6, 2006 and $169,688 paid by Panda Energy to

Mr. Trentel from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Trentel for fiscal 2006 equals $228.751.

Does not include amounts related to an option to purchase 25,000 shares of Panda Energy common stock granted to
M. Trentel by Panda Energy on August 16, 2006. The option has an exercise price of $3.00 per share and vests in three
equal installments on August 16, 2008, 2009 and 2010. The option will not vest if a termination of employment with
Panda Energy or Panda Ethanol has occurred. The option expires (i) on August 16, 2016, (ii) on the 30" day following
termination of Mr. Trentel’s employment with Panda Energy or Panda Ethanol other than “for cause” and immediately
upon a termination “for cause,” and (iii) six months following Mr. Trentel’s death or disability. The option was granted
in connection with an agreement entered into on November 14, 2005 between Panda Energy and Mr. Trentel regarding
the acquisition of options to purchase 25,000 shares of Panda Energy common stock upon closing of financing for the
Hereford facility and options to purchase 10,000 shares of Panda Energy common stock upon closing of financing for
each of the next six cthanol facilities with a capacity of 100 million gallons or more. All of such options will have an
exercise price of $3.00 per share. :
Represents amounts paid since the merger on November 6, 2006. Does not include $24,063 paid by Panda Ethanol—
Delaware to Mr. Lindloff from October 1, 2006 to November 6, 2006 and $207,396 paid by Panda Energy to

Mr. Lindloff from January 1, 2006 to September 30, 2006, The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Lindloff for fiscal 2006 equals $279,584. ,

Represents a $190.00 per month car allowance paid by the Company. Does not include $190 paid by Panda Ethanol—
Delaware to Mr. Lindloff from October 1, 2006 to November 6, 2006 and $1,710 paid by Panda Energy to Mr. Lindloff
from January 1, 2006 to September 30, 2006,

Mr. Fisher received no compensation in fiscal 2006. Does not include a loan in the amount of $7,666 which we repaid
to Mr. Fisher after consummation of the merger.

We provide only minimum perquisites to executive officers which have been identified in the footnotes to the

On November 1, 2006, Panda Energy granted options to purchase corr'lmon stock of Panda Energy to Messrs.
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Compensation of Directors

The total compensation paid for the 2006 fiscal vear to our directors for the fiscal year ended December 31, 2006, is set
forth below in the following Summary Compensation Table:

2006 FISCAL YEAR DIRECTOR COMPENSATION

Change in
Pension
Value and
Fees Nongualified
Earned or . Non-Equity Deferred
Paid in Stock Option Incentive Plan Compensation All Other
Cash * Awards Awards Compensation Earnings Compensation Total
Name* &) (%) (8) ($) o (3) (%) (3)
Robert W. Carter............ 79,500(1) — — — — . — 79,500
Chairman
Todd W. Carter .............. 49,500(2) — — — — L — 49,500
G. Michael Boswell ....... 66,000(3) — — — — — 66,000
Donaell Brown........... 60,000(4) — — — — — 60,000
Stanford Stoddard (5) .... — — — = — - —

(1) Comprised of annual retainer of $75,000 and $4,500 in board meeting fees.
{2) Comprised of annuai retainer of $45,000 and $4,500 in board meeting fees.

(3) Comprised of annual retainer of $45,000, $4,500 in board meeting fees, chairman of audit committee annual retainer of
T $12,000 and $4,500 in committee meeting fees.

(4) Comprised of annual retainer of $45,000, 84,500 in board meeting fees, chairman of nominating and corporate
governance committee annual retainer of $6,000 and $4,500 in committee meeting fees.

(5) Mr. Stoddard resigned from the board effective November 7, 2006 and did not receive any compensation for his service
as director.

Our current compensation policy for our directors is summarized as follows. The Chairman receives an annual retainer
of $75,000 and all other directors receive an annual retainer of $45,000. All directors, including the Chairman, receive $2,500
for each board meeting attended in person and $2,000 for each board meeting attended by telephone. The chairman of the
audit committee receives an annual retainer of $12,000. The chairman of each other committee receives an annual retainer of
$6,000. If a director is the chairman of more than one committee, he or she would receive a retainer for each such committee.
All committee members, including the chairman, receive 31,500 for each committee meeting attended, whether in person or
by telephone. In addition, board members are reimbursed for reasonable travel expenses incurred in connection with their
attendance at a board or committee meeting.

Compensation Committee Interlocks and Insider Participation

During the fiscal year ended December 31, 2006, the compensation committee was comprised of Messrs. Boswell and
Brown.

No member of the compensation committee is or has been an officer or employee of Panda Ethanol or any of its
subsidiaries or had any relationship requiring disclosure pursuant to Item 404 of Regulation S-K during the fiscal year ended
December 31, 2006. No executive officer of Panda Ethanol served as a member of the compensation committee (or other
board committee performing similar functions or, in the absence of any such committee, the entire board of directors) of
another entity, one of whose executive officers served on the compensation committee. No executive officer of Panda
Ethanol served as a director of another entity, one of whose executive officers served on the compensation committee. No
executive officer of Panda Ethanol served as a member of the compensation committee (or other board commiittee performing,
equivalent functions or, in the absence of any such commitice, the entire board of directors) of another entity, one of whose
executive officers served as a director of Panda Ethanol.
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Compensation Committee Report

_ Our compensation committee has reviewed and discussed the Compensation Discussion and Analysis required by
Item 402(b) of Regulation S-K with management and, based on such review and discussions, the compensation commitice
recommended fo our board of directors that the Compensation Discussion and Analysis be included in this annual report in

Form 10-K.

The foregoing report is provided by the following directors, who constitute the compensation commitiee.

COMPENSATION COMMITTEE

Philip D. English, Chairman
G. Michael Boswell
Donnell Brown
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Security Ownership of Certain Beneficial Owners '

The Company’s only outstanding class of equity securities is its common stock, par value $0.001 per share. The
following table sets forth information regarding the beneficial ownership of our common stock as of March 15, 2007 by each
person known to us to own beneficially more than five percent (5%) of our common stock as of March 15, 2007.

Amount and Nature of
Name and Address of Beneficial Owner Beneficial Ownership(1) Percent of Class

Panda Energy International, InC......ccocoocveecevniiiiciciciiiceeesre e, 14,217,341 45.8%
4100 Spring Valley, Suite 1001
Dallas, TX 75244

GLG Partners LP ... iesssssssssesesssssss s sssssssss 5,019,947(2) 16.2%
1 Curzon Street

London W1J 5HB

England

Seneca Capital LP........c.coovoieeeecieeecr et 2,247.399(3) 7.2%

590 Madison Avenue, 28th Floor
New York, NY 10022

FrontPoint Energy Horizons Fund GP, LLC ..o, 1,831,214(4) 5.9%
2 Greenwich Plaza
Greenwich, CT 06830

(1)  Beneficial ownership as reported in the above table has been determined in accordance with Rule 13d-3 under the
Exchange Act. Beneficial ownership information is based on the most recent Form 3, 4 and 5 and 13D and 13G filings
with the Securities and Exchange Commission, or SEC, and reports made directly to us. The percentages indicated are
based on 31,066,659 shares of common stock outstanding as of March 28, 2007.

(2) Includes 1,670,289 shares held by GLG North American Opportunity Fund, 1,002,173 shares held by GLG Global
Utilities Fund, 2,338,405 shares held by GLG European Long-Short Fund and 9,080 shares indirectly owned by GLG
Partners LP on behalf of certain managed accounts, which are managed by GLG Partners LP. GLG Partners LP, an
English limited partnership, acts as the investment manager of certain funds and managed accounts and may be
deemed, as of the date hercof, to be the beneficial owner of the securities held by such funds and managed accounts.
GLG Partners Limited, an English limited company, is the general partner of GLG Partners LP, Noam Gottesman,
Pierre Lagrange and Emmanuel Roman are each a managing director of GLG Partners Limited. GLG Partners LP,
GLG Partners Limited, Noam Gottesman, Pierre Lagrange and Emmanuel Roman do not hold directly any of our
securities or derivative securities with respect thereto, and disclaim any beneficial ownership of any of such securities
reported or excluded herein, except for their pecuniary interest therein.

(3) Includes 1,415,029 shares held by Seneca Capital International Subsidiary Corp I11, 827,606 shares held by Seneca
Capital LP and 4,764 shares held by Seneca Capital LP II. Doug Hirsch is the managing member of the general partner
of Seneca Capital LP and Seneca Capital LP II. Mr. Hirsch is also the sole director of Seneca Capital International
Subsidiary Corp 111 and is the managing member of the general partner of the investment manager to Seneca Capital
International Subsidiary Corp III’s sole shareholder. As such, Mr. Hirsch has investment and voting power for the
securities owned by each of Seneca Capital LP, Seneca Capital LP 1I and Seneca Capital International Subsidiary Corp
IT1. Mr. Hirsch disclaims beneficial ownership of these securities except to the extent of his pecuniary interest therein.

(4) Includes 915,607 shares held by FrontPoint Utility and Energy Fund, L.P. and 915,607 shares held by FrontPoint
Energy Horizons Fund, L..P. FrontPoint Energy Horizons Fund GP, LLC is the general partner of FrontPoint Energy
Horizons Fund, L.P. FrontPoint Utility and Energy Fund GP, LLC is the-general partner of FrontPoint Utility and
Energy Fund, L.P. FrontPoint Partners LLC is the managing member of FrontPoint Energy Horizons Fund GP, LLC
and FrontPoint Utility and Energy Fund GP, LLC and as such has voting and dispositive power over these securities.
FrontPoint Partners LLC is an indirect wholly-owned subsidiary of Morgan Stanley.
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Security Ownership of Management

The following table sets forth information regarding the beneficial ownership of our common stock as of March 15,
2007 by (i) each of our named executive officers; (ii) each of our directors; and (iii) all of our present executive officers and

directors as a group.

Name of Beneficial Owner

Amount and Nature of

Beneficial Ownership Percent of Class

RODBErt W. CAITEI(1) ...eoervereieiereeeecceeene bbb is st s s 0 *
TOAd W, CAIET ..o oveevereieererereeeeeeecebersnassssse e ssneresamsss s ba bt s e smenr e e T erp e me e s arn b a a0 0 *
L. Stephen RIZZIEH ....covuriiricrrmieieeis ittt 0 *
Y T (T =t B U1 17=] PO OO OO PP SORO SR PE IR 0 *
DATOL LINALOTE ... oot eemre e eba s e e e erst st en st ab e esab s a s s senemeananas 0 *
RaIPh KillIALL . ...coseeiecriceriimemecee bttt sib bbb s 0 *
ROBErt K. SIIMIMIONS ...ouiuiieeeevivessreseeaeeceserermrnrniasorsrsressemsnassssssss s ssnsas s sssttsinsasasass 0 *
G. Michael BOSWEIL ...viiviiiieeeviresseeeesremestntesseererasssereesmene st s s s saa s ssn st arasnee 0 *
DIOMAEI BIOWIL c.vveceeeeiieitecraemsee s resaseseetems st ossa st vansargaasesssssasansissraas st s msnsannssinaues 0 *
Philip D. BAISH....veveereciriiiiininieneis et s 0 *
All directors and executive officets as a group (10 persons)(1) .....cccooeiiinnnnicnnnas 0 *

* Less than 1%.

(1) Robert W. Carter is Chairman of the Board, Chief Executive Officer and owner of 38% of the outstanding shares of
Panda Energy, which owns 14,217,341 shares of our common stock. Mr. Carter does not have or share voting or

investment power over these shares held by Panda Energy.

Equity Compensation Plan Information

()

Number of securities to be

issued upon exercise of
outstanding options,
warrants, and rights

Plan Category

(b} (c}

Number of securities
remaining available for future
issuance under equity
compensation plans
(excluding securities reflected
in column (a))

Weighted-average exercise
price of outstanding
options, warrants and rights

Equity compensation plans
approved by security
holders(1) ....cuseseernceenss

Equity compensation plans not
approved by security holders

Total

$ — —
$ — 3,333,333
$ — 3,333,333

In May 2006, as amended and restated on June 7, 2006, the Panda Ethanol —Delaware adopted the Panda Ethanol, Inc.
2006 Long Term Incentive Plan (the “Plan”). The Plan was approved by the stockholders of Panda Ethanol—Delaware. The
Plan was assumed by us in connection with the merger. The Plan authorizes the issuance of incentive stock options, non-
qualified stock options, stock appreciation rights, restricted stock; restricted stock units, performance awards, dividend
equivalent rights and other awards to cmployees, consultants and outside directors. A maximum of 3,333,333 shares of
common stock may be delivered pursuant to awards under the plan. No awards have been granted under the plan.
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Item 13. Certain Relationships and Related Transactions, and Director Independence
Certain Relationships and Related Transactions

Panda Energy is our founder and largest stockholder, owning approximately 46% of our outstanding stock. We are a
party to scveral agreements with Panda Energy. These agrecements are described below.

Transition Services Agreement

We are a party to a Transition Services Agreement, effective as of June 7, 2006 and-amended effective as of October 7,
2006 and March 30, 2007, originally executed by Panda Ethanol-Delaware and Panda Energy Management, LP, or PEM. By
virtue of the merger, we have succeeded to the agreements and obligations of Panda Ethanol-Delaware under the Transition
Services Agreement. PEM is a wholly-owned subsidiary of Panda Energy. As used in this annual report, Transition Services
Agreement refers to the Transition Services Agreement, as amended.

The Transition Services Agreement provides for the provision or coordination of certain administrative services by
Panda Ethanol to PEM (i) during a specified time period prior to the merger which commenced on October 7, 2006 and
ended on the effective date of the merger, or the Transition Period, and (ii} following the merger. Prior to the commencement
of the Transition Period, the Transition Services Agreement provided for the provision or coordination by PEM of certain
services to Panda Ethanol-Delaware. ‘

Services to be Provided. Commencing on October 6, 2006 and following the effective date of the merger, we are
required to provide PEM with, or coordinate the provision to PEM of, various general administrative services, including tax,
human resources, government reporting, accounting, employee heath and safety, financial (including cash management and
insurance), general corporate, legal, development and facilities, corporate communications, corporate travel and provision of
aircraft, and certain executive office functions services, and such other services as are relevant or necessary or as PEM may
reasonably request as relevant or necessary. The initial term of our services to be provided to PEM pursuant to the Transition
Services Agreement ends on June 30, 2007. Prior to the commencement of the Transition Period, PEM provided certain
similar services to Panda Ethanol-Delaware (other than the executive office functions).

Charges for Services. All charges for services provided by Panda Ethanol-Delaware during the Transition Period and
us following the effective date of the merger are based on the allocable costs incurred by Panda Ethanol-Delaware or us, as
the case may be, for performing such services (including an allocable charge for overhead costs) or an allocable portion of the
charges paid by Panda Ethanol-Delaware or us, as the case may be, to a third party for performing such services. The total
amount paid by PEM to Panda Ethanol was approximately $205,000 for the fourth quarter of 2006. All amounts owing to
Panda Ethanol will be invoiced and paid no later than thirty (30} days aficr the invoice date. All amounts are paid in United
States dollars in the form of a check or wire transfer. :

Prior to the commencement of the Transition Period, PEM charged Panda Ethanol-Delaware for similar services. The
total amount charged by PEM to Panda Ethanol-Delaware was $1.018 million for the month of August, $926,000 for the
month of September and $216,000 for the fourth quarter of 2006. The amount charged by PEM for the fourth quarter of 2006
‘was substantially less than the amount charged by PEM for August and September because employees transferred from PEM
to Panda Ethanol-Delaware on October 1, 2006.

Audit Rights. Each of the parties has the right to audit and review any charges or invoices for services, and to be
provided with reasonable access to information of the other party to enable them to review and audit the other party’s
charges. :
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Limitation on Liability. Neither party has any liability with respect to its furnishing of services to the other party under
the Transition Services Agreement except: (i) on account of its gross negligence or willful misconduct; {ii) for any punitive
damages; or (iii) in excess of the amount of fees paid to it by the other party.

Indemnification. Each party agrees to indemnify and hold harmless the other party, its employees, agents, officers,
directors, stockholders and affiliates from any and all claims, demands, complaints, liabilitics, losses, damages and all costs
and expenses (including legal fees), collectively referred to as damages, arising from or relating to the use of any service
provided under the Transition Services Agreement or any person using such service (including but not limited to damages for
injury or death to persons or damage to property) to the extent not anising from the willful misconduct, bad faith or
negligence of the indemnified party. :

Termination. The Transition Services Agreement may be terminated as follows:
«  upon the mutual written agreement of the parties;

* by either of the parties for material breach of any of the terms thereof by the other party, if the breach is not
remedied within 30 days after written notice of breach is delivered to the defaulting party;

» by either party, upon written notice to the other party it PEM or Panda Ethanol becomes insolvent, makes an
assignment for the benefit of creditors, or is placed in receivership, reorganization, liquidation or bankruptcy;

« by PEM, upon written notice to Panda Ethanol, if, for any reason, the ownership or control of Panda Ethanol or
any of the Panda Ethano!’s operations becomes vested in, or is made subject to the control or direction of, any
direct competitor of PEM (other than pursuant to the merger); or

« by Panda Ethanol, upon written notice to PEM, if for any reason, the ownership or control of PEM or any of
PEM’s operations become vested in, or made subject to the control or direction of, any direct competitor of
Panda Ethanol. -

Upon any such termination, each party is to be compensated for all services rendered to the date of termination in
accordance with the provisions of the Transition Services Agreement.

Reimbursement Letter

We are a party to a letter agreement, dated as of June 7, 2006, originally executed by Panda Ethanol-Delaware and
Panda Energy. We refer to the letter agreement as the Reimbursement Letter. The Reimbursement Letter provides for
reimbursement by us of costs and expenses incurred by Panda Energy in connection with the development of our ethanol
production facilities.

In consideration for past financial support provided by Panda Energy, the Reimbursement Letter requires us to
reimburse Panda Energy for direct and indirect costs and expenses in excess of $13.0 million for services incurred by Panda
Energy in connection with the following:

«+  the negotiation, execution and delivery of (a) the merger agreement, dated as of May 18, 2006, by and among
Panda Ethanol, Inc., Cirracor and Grove Panda Investments, LLC, (b) the Securities Purchase Agreement, dated
as of June 7, 2006, by and among Panda Ethanol-Delaware and certain purchasers of its securities, (c) the
Registration Rights Agreement, dated as of June 7, 2006, by and among Panda Ethanol, Inc., Panda Energy and
certain purchasers of our securities, and (d) any other documents or agrecments entered into it connection with
the transactions contemplated under the Securities Purchase Agreement; and

«  ethanol project development activities up to the date on which Panda Ethanol-Delaware closed its senior debt and
subordinated debt financing of the Hereford facility.
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All such costs and expenses incurred after the date of execution of the definitive agreements relating to the senior and
subordinated debt financing of the Hereford facility, or the Hereford financing date, are paid on a monthly basis. All costs
and expenses incurred prior to the Hereford financing date were accrued on a project-by-project basis and are due and
payable for a particular project when we enter into definitive agreements relating to project debt or other appropriate financial
arrangements for that particular project. In connection with the Hereford financing, we reimbursed Panda Energy $2.0 million
for all amounts accrued in connection with the development of the Hereford facility in excess of Panda Energy’s $13.0
million capital commitment. The accrued costs and expenses that may be reimbursed for the projects other than the Hereford
facility total approximately $4.3 million, subject to final audit, and are expected to be approximately allocated by facility as
follows:

*  Haskell facility: $ 1.2 million
*  Yuma facility: $ 1.4 miltion
+  Sherman facility: $ 0.4 million '
«  Other facilities: $ 1.3 million.

Under the Reimbursement Letter, we were also required to pay, and have paid, a development fee in the amount of $3.5
million upon entering definitive agreements relating to the senior and subordinated debt financing of the Hereford facility.

The following directors may have an indirect material interest in the transactions described above:

*  Robert W. Carter has served as Chairman of the Board and Chief Executive Officer of Panda Energy since 1995,
and he owns 38% of Panda Energy’s outstanding shares; and

+  Todd W. Carter served as President of Panda Energy from July 2000 to December 2004 and as President of
Panda Development Corporation, a division of Panda Energy from December 2004 to September 30, 2006,

Lease of Office Space

Effective October 1, 2006, we rent office space from Panda Energy on a month to month basis for approximately
$35,000 per month. Such amount represents a pro rata allocation of Panda Energy’s actual rent, based upon the proportion of
Panda Energy’s total office space occupied by us.

In accordance with our audit committee charter adopted after the merger on November 8, 2006, our audit committee is
responsible for reviewing and approving the terms and conditions of all related party transactions. Any material financial
transaction with any director, executive officer, nominee or holder of five percent or more of our company, or immediate
family member of any of the foregoing, would need to be approved by our audit committee prior to our entering into such
transaction.

Director Independence

The standards relied upon by the board of directors in affirmatively determining whether a director is “independent” in
compliance with the rules of the Nasdaq are comprised, in part, of those objective standards set forth in the Nasdaq rules,
which generally provide that: (a) a director who is an employee, or whose immediate family metmber (defined as a spouse,
parent, child, sibling, father- and mother-in-law, son- and daughter-in-law and anyone, other than a domestic employee,
sharing the director’s home) is an executive officer of Panda Ethanol, would not be independent for a period of three years
after termination of such relationship; (b) a director who recetves, or whose immediate family member receives, payments of
more than $60,000 during any period of twelve consecutive months from Panda Ethanol, except for certain permitted
payments, would not be independent for a period of three years after ceasing to receive such amount; (c) a director who is or
who has an immediate family member who is, a current partner of our outside auditor or who was, or who has an immediate
family member who was, a partner or employee of our outside auditor who worked on our audit at any time during any of the
past three years would not be independent until a period of three years after the termination of such relationship; (d) a director
who is, or whose immediate family member is, employed as an executive officer of another company where any of our
present executive officers serve on the other company’s compensation committee would not be independent for a period of
three years after the end of such relationship; and (e) a director who is, or who has an immediate family member who i3, a
partner in, or a controlling shareholder or an executive officer of any organization that makes payments to, or receives
payments from, Panda Ethanol for property or services in an amount that, in any single fiscal year, exceeds the greater of
£200,000 or 5% of such other company’s consolidated gross revenues would not be independent until a period of three years
after falling below such threshold.
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The board of directors, in applying the above-referenced standards, has affirmatively determined that our current
“independent” directors are: G. Michael Boswell, Donnell Brown and Philip D. English. As part of the board’s process in
making such determination, each such director provided written assurances that (a) all of the above-cited objective criteria for
independence are satisfied and (b) he has no other “material relationship” with us that could interfere with his ability to
exercise independent judgment.

Item 14. Principal Accounting Fees and Services

Stonefield Josephson, Inc. was the historical independent registered public accounting firm of Cirracor. Deloitte &
Touche LLP was the historical independent registered public accounting firm of Panda Fthanol—Delaware. As a result of the
merger of Panda Ethanol—Delaware with and into Cirracor, Deloitte & Touche LLP replaced Stonefield Josephson, Inc. as
our independent registered public accounting firm cffective as of December 19, 2006 to audit our financial statements for the
years ending December 31, 2006 and 2007, and to perform procedures related to the financial statements included in our
current reports on Form 8-K and quarterly reports on Form 10-Q or Form 10-QSB beginning with, and including, reports that
contain financial information with respect to the quarter ended September 30, 2006, but excluding our Quarterly Report on
Form 10-QSB for the quarter ended September 30, 2006, filed on November 20, 2006.

Fees paid to Deloitte & Touche LLP

Aggregate fees for professional services provided to us and Panda Ethanol—Delaware by Deloitte & Touche LLP for
the years ended December 31, 2005 and December 31, 2006 were as follows:

Fiscal year ended Fiscal Year ended

{in thousands) December 31, 2006 December 31, 2005
AUAIE FEES(A) .vvvvreemeeeercrcrrernessesessenresmmsensssesssssssnesse s $ 155,000 $ —
Audit-Related FEEs(D)......coviriennirmriemseisesenssnssesness s csnsnssares 10,000 —
TAX FEES(C) 1ernrureerrereemrcerercrnmreetisnse e iss s st bbb — —
AlL Other FEes(d) ......ovveierrireeceemrmrccec it 1,599 —
TOMAL oot oeeet e s oseeseeeseeaseeeseertseereeaesr s e eseesssaaseresabaRe s e betR s s e b s an et s e e 5 166,599 §$ —

(a) Fees for audit services in 2006 include fees associated with the reviews of Panda Ethano!’s financial statements for the
first and second quarter of fiscal 2006 and $90,000 in fees for the audit of Panda Ethanol—Delaware’s financial
staternents for the years ended December 31, 2004 and 2005.

(b)  Audit-related fees principally include accounting fees incurred related to our Definitive Proxy Statement relating to the
merger of Panda Ethanol, Inc. with and into Cirracor, filed on October 25, 2006.

{c) Tax fees, when incurred, include tax 6ompliancc and tax planning.

(d) Represents amounts paid for a subscription to Deloitte & Touche LLP’s online technical accounting research library.

In considering the naturc of the services provided by Deloitte & Touche LLP, the audit committee determined that such
services are compatible with the provision of independent audit services. The audit committee discussed these services with
Deloitte & Touche LLP and management to determine that they are permitted under the rules and regulations concerning
auditor independence promulgated by the SEC to implement the Sarbanes-Oxley Act of 2002, as well as the American
Institute of Certified Public Accountants.
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Fees paid to Stonefield Josephson, Inc.

Aggregate fees for professional services provided to Cirracor and us by Stonefield Josephson, Inc. for the years ended
September 30, 2005 and December 31, 2006 and for the three-month transition period ended December 31, 2005 were as

follows:
Three-month
Fiscal year ended transition period ended Fiscal Year ended
(in thousands) December 31, 2006 December 31, 2005 September 30, 2005
F T 118 2 G DR $ 15,519 § 10,793 § 21,860
Audit-Related Fees(b).....oococvvviiiiiinicicrinne 14,306 — —
Tax Fees...coooeniviiniinnieecrvi et _ — — : —
Al Other FEes ... — — —
Total..cocoeeci e 5 29,825 § 10,793 § 21,860

audit of our September 30, 2005 Annual Report on Form 10-KSB and for services in connection with an SEC comment
letter and amendment to Cirracor’s September 30, 2005 Annual Report on Form 10-KSB. Fees for audit services in
’ 2005 include fees associated with the review of Cirracor’s Quarterly Reports filed on Form 10-QSB and the audit of

‘ (a) Fees for audit services in 2006 include fees associated with the reviews of our quarterly ll'eports on Form 10-QS8B, the

Cirracor’s September 30, 2004 Annual Report on Form 10-KSB.

1 (b)  Audit-related fees principally include accounting consultations fees incurred related to our registration statement on
Form 5-3 filed with the SEC on January 10, 2007, our Definitive Proxy Statement relating to the merger of Panda
Ethanol, Inc. with and into Cirracor, filed on October 25, 2006, and our transitional report on Form 10-QT. Audit-
related fees also include fees incurred in connection with the change in accountants.

Pre-Approval of Independent Registered Public Accounting Firm Fees and Services Policy

On December 19, 2006, the Audit Committee pre-approved Deloitte & Touche LLP to provide tax services, including
tax compliance services (i.e., preparation of tax returns and related matters) and tax consulting services (including, but not
limited to, determination of the tax treatment of actual or possible transactions, determination of applicability of sales tax to
ethanol plant components and consultation concerning federal and state tax regulations); provided that (i) the fees for the tax
services shall not exceed $150,000, (ii) the performance of tax services must be authorized by the Audit Committee Chair
prior to commencement of such services and (iii) the provision of any tax service is required to be reported to the Audit
Committee at the next regularly scheduled Audit Committee meeting. None of the services included in “Audit-Related Fees”
or “All Other Fees” in the tables above were approved by the audit committee pursuant to the above described pre-approval.
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PART IV

Item 15, Exhibits and Financial Statement Schedules
(a) Documents filed as part of Report.
1. Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets as of December 31, 2005.and 2006

Consolidated Statements of Operations for the period from inception (November 1, 2004) through December 31,
2004, for the years ended December 31, 2005 and 2006 and for the period from inception through December 31,
2006 ‘

Consolidated Statements of Shareholders’ Equity for the period from inception (November 1, 2004) through
December 31, 2004, for the years ended December 31, 2005 and 2006 and for the period from inception through
December 31, 2006

Consolidated Statements of Cash Flows for the period from inception (November 1, 2004) through December 31,
2004, for the years ended December 31, 2005 and 2006 and for the period from inception through December 31,
2006

Notes to Consolidated Financial Statements as of December 31, 2005 and 2006 and for the period from inception
(November 1, 2004) through December 31, 2004, for the years ended December 31, 2005 and 2006 and for the
period from inception through December 31, 2006 -

2. Financial Statement Schedule: Schedule I, Condensed Financial Information of Registrant

3.  Exhibits required to be filed by Item 601 of Regulation S-K
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EXHIBIT INDEX
Exhibit r
Number Description
2.1  Agreement and Plan of Merger dated May 18, 2006, by and among Cirracor, Panda Ethanol, Inc., and Grove Panda

2.2

3.1

3.2

4.1

4.2

4.3

44

4.5

4.6

10.1

10.2

10.3

10.4

16.5

Investments, LLC, filed as Exhibit 2.1 to our Current Report on Form &-K, filed on November 13, 2006 and
incorporated by reference herein.

First Amendment to Agreement and Plan of Merger dated June 7, 2006, by and among Cirracor, Panda Ethanol, Inc.,
and Grove Panda Investments, LLC, filed as Exhibit 2.2 to cur Current Report on Form 8-K, filed on November 13,
2006 and incorporated by reference herein.

Amended and Restated Articles of Incorporation, filed as Exhibit 3.1 to our Current Report on Form 8-K, filed on
November 13, 2006 and incorporated by reference herein,

Amended and Restated Bylaws of Panda Ethanol, Inc., filed as Exhibit 3.2 to our Current Report on Form 8-K, filed
on November 13, 2006 and incorporated by reference herein.

Amended and Restated Articles of Incorporation, filed as Exhibit 3.1 to our Current Report on Form 8-K, filed on
November 13, 2006 and incorporated by reference herein,

Amended and Restated Bylaws of Panda Ethanol, Inc., filed as Exhibit 3.2 to our Current Report on Form 8-K, filed
on November 13, 2006 and incorporated by reference herein.

Registration Rights Agreement, dated as of June 7, 2006, by and among Panda Ethanol, Inc., Panda Energy
International, Inc, and the purchasers named therein, filed as Exhibit 4.3 to our Current Report on Form 8-K, filed on
November 13, 2006 and incorporated by reference herein.

Registration Rights Agreement, dated as of November 6, 2006, by and among Panda Ethanol, Inc. and Grove Panda
Investments, LLC, filed as Exhibit 4.4 1o our Current Report on Form 8-K, filed on November 13, 2006 and
incorporated by reference herein,

First Amendment to Registration Rights Agreement as of November 13, 2006, among Panda Ethanol, Inc., Panda
Energy International, Inc. and the several purchasers signatory therein, filed as Exhibit 1Q.1 to our Current Report on
Form 8-K, filed on November 17, 2006 and incorporated by reference herein.

Registration Rights Agreement, dated as of December 1, 2006, by and among Panda Ethanol, Inc., Panda Energy
International, Inc. and the several purchasers signatory thereto, filed as Exhibit 4.1 to our Current Report on Form 8-
K, filed on December 4, 2006 and incorporated by reference herein.

Financing Agreement, dated as of July 28, 2006 by and among Panda Hereford Ethanol, L.P., Socicte Generale and
the lenders named therein, filed as Exhibit 10.1 to our Current Report on Form 8-K, filed on November 13, 2006 and
incorporated by reference herein,

Indenture of Trust, dated as of as of July 1, 2006, by and between Red River Authority of Texas and The Bank of
New York Trust Company, filed as Exhibit 10.2 to our Current Report on Form 8-K, filed on November 13, 2006
and incorporated by reference herein, '

Transition Services Agreement dated as of June 7, 2006 between Panda Energy Management, L.P. and Panda
Ethanol, Inc. , filed as Exhibit 10.3 to our Current Report on Form 8-K, filed on November 13, 2006 and
incorporated by reference herein.

First Amendment to Transition Services Agreement, dated as of October 7, 2006 hetween Panda Energy
Management, L.P. and Panda Ethanol Management, LL.C, filed as Exhibit 10.4 to our Current Report on Form 8-K,
filed on November 13, 2006 and incorporated by reference herein.

Letter Agreement for Reimbursement dated June 7, 2006, by and between Panda Ethanol, Inc. and Panda Energy
International, Inc., filed as Exhibit 10.5 to our Current Report on Form 8-K, filed on November 13, 2006 and
incorporated by reference herein.
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Exhibit

Number Description

10.6® The Panda Ethanel, Inc. 2006 Amended and Restated Long-Term Incentive Plan, dated as of June 7, 2006, filed as
Exhibit 10.6 to our Current Report on Form 8-, filed on November 13, 2006 and incorporated'by reference
herein.

10.7  Registration Rights Agreement, dated as of June 7, 2006, by and among Panda Ethanol, Inc. and the purchasers
named therein, filed as Exhibit 4.3 to our Current Report on Form 8-K, filed on November 13, 2006 and
incorporated by reference herein.

108  Registration Rights Agreement, dated as of November 6, 2006, by and among Panda Ethanol, Inc. and Grove
Panda Investments, LLC, filed as Exhibit 4.3 to our Current Report on Form 8-K, filed on November 13, 2006
and incorporated by reference herein.

109  Industry Track Agreement, dated as of June 6, 2006 by and between BNSF Railway Company and Panda
Hereford Ethanol, L.P, filed as Exhibit 10.9 to our Current Report on Form 8-K, filed on November 13, 2006 and
incorporated by reference herein.’

10.10 Turnkey Engineering, Procurement and Construction Agreement for Ethanol Production Facility dated as of
October 15, 2005, by and between Panda Hereford Ethanol, LP and Lurgi PSI, Inc., filed as Exhibit 10.10 to our
Current Report on Form 8-K, filed on November 13, 2006 and incorporated by reference herein

10.11 Ethanol Marketing Agreement dated as of October 13, 2005, by and between Aventine Renewable Energy, Inc.
and Panda Hereford Ethanol, L.P., filed as Exhibit 10.11 to our Cutrent Report on Form 8-K, filed on November
13, 2006 and incorporated by reference herein. '

10.12  Subordinated Debt Financing Agreement, dated as of July 28, 2006 by and between Panda Hereford Ethanol, L.P.
and *****_filed as Exhibit 10.12 to our Current Report on Form 8-K, filed on November 13, 2006 and
incorporated by reference herein. o

10.13  Second Amendment to Transition Services Agreement, dated as of March 30, 2007 between Panda Energy
Management, L.P, and Panda Ethanol Management, LLC, filed as Exhibit 10.1 to our Current Report on Form 8-
K, filed on March 30, 2007 and incorporated by reference herein.

10.14% Tumkey Engineering Procurement and Construction Contract for Ethanol Production Facility dated as of March I,
2007, by and between Panda Yuma Ethanol, LP and Lurgi, Inc.

10.15® Description of Director Compensation.

10.16 Letter From Panda Energy International, Inc. to Mr. Michael Trentel dated November 14, 2005 and relating to an
agreement regarding options to purchase common stock of Panda Energy International, Inc.

10.17™® Form of Nonstatutory Stock Option Agreement under the 2000 Stock Option Plan of Panda Energy International,
Inc. Dated August 23, 2000.

21.1®  Subsidiaries of Panda Ethanol, Inc.

23.1™  Consent of Deloitte & Touche LLP.

31.1¢9  Certification of Principal Executive Officer.

31.2  Certification of Principal Financial Officer.

39 {0 Certification of Chief Executive Officer Pursuant to Section 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

| 32.20  Certification of Chief Financial Officer Pursuant to Section 18 U.S.C. Section 1350, as Adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.

(1) Filed herewith.
(2) Management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

March 30, 2007,

PANDA ETHANOL, INC.

/s/ Topp W. CARTER

Todd W, Carter,
Chief Executive Officer and President

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature

Capacity

Date

/s/ TopD W. CARTER

Chief Executive Officer, President and

Todd W. Carter

fs/  MICHAEL TRENTEL

Director
{(Principal Executive Officer)

Chief Financial Officer and Treasurer

Michael Trentel

/s/  FRANKLIN BYRD

, (Principal Financial Officer)

Vice President and Corporate Controller

Franklin Byrd

/s/  ROBERT W.-CARTER

{Principal Accounting
Officer/Controller)

Director

Robert W, Carter

/s/ G. MICHAEL BOSWELL

Director

G. Michael Boswell

/s/ DONNELL BROWN

Director

Donnell Brown

/s/  PHiLIP D. ENGLISH

Director

Philip D. English

March 30, 2007

March 30, 2007

March 30, 2007

March 30, 2007
March 30, 2007
March 30, 2007

March 30, 2007




The financial statements and schedules originally included in this Annual Report on Form 10-K have been
excluded. They are superseded by Amendment No. 2 to the Annual Report on Form 10-K/A, included

elsewhere herein.
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FORM 10-K/A
Amendment No. 1

(Mark One)
® ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Fiscal Year Ended December 31, 2006
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 '
' For the transition period from to
Commission File Number 000-50282
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(Exact name of registrant as specified in its charter)

Nevada 33-0986282
(State or other jurisdiction of (L.R.S. Employer
incorporation or organization) Identification No.)
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Securities registered pursuant to Section 12(g) of the Act:
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
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PANDA ETHANOL, INC.
FORM 10-K/A
AMENDMENT NO. 1
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2006

INDEX .
Page
PART HI
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PART IV
Item 15. Exhibits and Financial Statement SCREAUIES ..............civiiemiiiiieciericiiieee ettt ettt et s seemrara e e 7
EXPLANATORY NOTE

Panda Ethanol, Inc. is filing this Amendment No. | on Form 10-K/A (this “Amendment™) to its Annual Report on
Form 10-K for the fiscal year ended December 31, 2006, originally filed on May 2, 2607. In response to a comment letter
from the Securities and Exchange Commission’s Division of Corporation Finance, the Company has made the following
amendments to its disclosure:;

*  Amend Item 11 to disclose the basis and performance measurements utilized for the bonus payments made to
the named executive officers in 2006,

*  Amend Item 11 to clarify that the Company did not make any grants of plan-based awards in 2006.

In addition, we are also including as exhibits to this Amendment the certifications required under Section 302 of the
Sarbanes-Oxley Act of 2002. Because no financial statements are contained within this Amendment, we are not including
certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. Except as set-forth herein, no other changes are
made to our Annual Report on Form 10-K for the fiscal year ended December 31, 2006.




PART II1

Item 11. Executive Compensation
Compensation Discussion and Analysis
Overview

The following Compensation Discussion and Analysis describes the material clements of compensation for our
executive officers identified in the Summary Compensation Table, whom we refer to as the named executive officers.

Prior to the merger of Panda Ethanol—Delaware with and into our company on November 6, 2006, our sole employee,
Mr. Reed Fisher, President and Secretary, received no compensation. After the merger, all of the members of management of
Panda Ethanol—Delaware became members of our management. Because the merger fell so late in the year, for the
remaining two months of the 2006 fiscal year, we generally kept in place the salary and bonus compensation structure that
was previously in place at Panda Ethanol—Delaware and, prior to that, at Panda Energy, for such employees. Both Panda
Ethanol—Delaware and Panda Energy were private companics. Accordingly, the discussion of our fiscal 2006 compensation
contained in this Compensation Discussion and Analysis is brief. The compensation committee plans to review all of our
compensation arrangements for fiscal 2007 and this Compensation Discussion and Analysis also includes some general

concepts related to our planned practices and procedures with respect to compensation.
"

Compensation Philosophy and Objectives

The compensation committee is responsible for reviewing the competitiveness of our executive compensation
programs to ensure (a) the attraction and retention of corporate officers, (b) the motivation of corporate officers to achieve
out business objectives, and (c) the alignment of the interests of key leadership with the short-term and long-term interests of
our stockholders. The compensation committee also has responsibility for establishing, implementing and continually
monitoring adherence with our compensation philosophy, and ensuring that the total compensation paid to our executive
officers, including the named executive officers, is fair and reasonable. Generally, the types of compensation and benefits
provided to the named executive officers are similar to those provided to other executive officers,

The day-to-day design and administration of savings, health, welfare and paid time-off plans and policies applicable to
salaried employees in general are handled by our Human Resources department. The compensation committee (or board of
directors) remains responsible for certain fundamental changes outside the day-to-day requirements necessary to maintain
these plans and policies.

The compensation committee will base its compensation programs on the foltowing objectives:

» Compensation should be based on the level of job responsibility, individual performance, and company
performance. As employees progress to higher levels in the organization, an increasing proportion of their pay
should be linked to company performance and shareholder returns, because they are more able to affect the
company’s results.

«  Compensation should reflect the value of the job in the marketplace. To attract and retain a highly skilled work
force, we must Temain competitive with the pay of other premier employers who compete with us for talent.

+ Compensation and benefit programs should be egalitarian. While the programs and individual pay levels will
always reflect differences in job responsibilities, geographies, and marketplace considerations, the overall structure
of compensation and benefit programs should be broadly similar across the organization. Perquisites for executives
should be rare and limited to those that are important to the executive’s ability to safely and effectively carry out
his or her responsibilities.




Role of the Chairman and Executive Officers in Compensation Decisions

For fiscal 2007, the compensation committee plans to make all compensation decisions for the executive officers,
including the named executive officers and to approve all equity awards, if any, to our executive officers, It is anticipated that
the Chairman will participate in the annual review of the compensation and performance of the executive officers, including
the named executive officers, and the President will participate in the annual review for all executive officers, other than
himself. For fiscal 2006, the Chairman set the original salaries at Panda Ethanol—Delaware and determined the amount of
the 2006 cash bonus in accordance with past practices.

Setting Executive Compensation

Prior to the merger on November 6, 2006, the sole employee of Cirracor, Mr. Reed Fisher, President and Secretary,
Prior to the merger on November 6, 2006, the sole employee of Cirracor, Mr. Reed Fisher, President and Secretary, received
no compensation. For November and December of 2006, we generally kept in place the overall compensation structure that
was set by Panda Ethanol-—-Delaware and Panda Energy earlier in the year for our executives. This was mainly due to the
facts that the merger occurred very late in the year and all of the members of our current management were former employees,
of Panda Ethanol—Delaware and, prior to that, Panda Energy. We concluded that the most efficient and logical course of
action was to ¢ssentially carry-over the prior compensation structure at Panda Ethanol—Delaware and Panda Energy for the
remainder of fiscal 2006. The cash bonuses paid by us to our executive officers covered the full 2006 fiscal year and were
based on a full year's employment and base salary in effect at the end of the year. At Panda Ethanol—Delaware and Panda
Energy, the Chairman set the base salary and cash bonus amounts in accordance with past practices. This overall
compensation was at a level that the Chairman, Panda Ethanol—Delaware and Panda Energy believed to be competitive with
their peer companies.

The compensation committee plans to review all of our compensation arrangements for fiscal 2007. Based on the
compensation philosophy and objectives described above, the compensation committee plans to structure our annual and
incentive-based executive compensation to motivate exccutives to achieve the business goals set by us and reward the
executives for achieving such goals. We currently do not have any non-cash component of our compensation, although such
non-cash compensation may be incorporated into our structure in the future,

Components of Executive Compensation
The components of the total compensation paid to the executives include the following:
+ Bage salary

* (Cash incentive bonus

Base salary

Base salary is the guaranteed element of executive’s annual cash compensation, The value of base salary reflects the
executive’s long-term performance, skill set and the market value of that skill set. The compensation committee plans to
review our base salary arrangements as a part of its overall review of our compensation practices.

Cash incentive bonus

The Chairman set our fiscal 2006 bonus in accordance with past practices at Panda Ethanol — Delaware and Panda
Energy. The payout of this bonus was intended to cover the full 2006 fiscal year and occurred in December 2006, which is
consistent with the timing of prior bonus payments. Each executive was paid a bonus equal to approximately 8.3% of his base
salary in effect at the end of the year, the same percentage paid to all other employees of Panda Ethanol who were employed
by Panda Ethanol—Delaware and Panda Energy for the full year. The determination was made after consideration of the cash
flow position of the Company and the anticipated timing of future project finance closings.

To date, we have granted only cash incentive compensation. There is no current pre-established policy or target for the
allocation between either cash and non-cash or short-term and long-term incentive compensation. The compensation
committee plans to review our incentive compensation arrangements to determine the appropriate level and mix of incentive
compensation as a part of its overall review of our compensation practices.




Compensation of Executive Officers

The total compensation paid for the 2006 fiscal year to the Chief Executive Officer, Mr. Todd W. Carter, Chief
Financial Officer, Mr. Michael Trentel, and the other three most highly paid executive officers who received cash’
compensation in excess of $100,000 for the fiscal year ended December 31, 2006 collectively referred to as the “named
executive officers”, is set forth below in the following Summary Compensation Table. For fiscal year 2006, we incorporated
- compensation received by the named executive officers from Panda Ethanol—Delaware and Panda Energy to determine the
status of such persons as named executive officers. Otherwise, none of such persons would have exceeded the $100,000
threshold. Compensation information is also provided for Mr. Reed Fisher, who served as President and Secretary of Cirracor

prior to the merger on November 6, 2006.

2006 FISCAL YEAR SUMMARY COMPENSATION TABLE

Name and Principal Position  Year Salary (5)

Bonus ($) (1)

Stock
Awards

(%

Noen-Equity
Option Incentive Plan
Awards Compensation

($) )

Change in
Pension
Value and
Nonqualified
Deferred
Compensation
Earnings
8]

All Other

Compensation Total

&)} %)

Todd W. Carter 2006 69,396 (2)
Chief Executive

Officer o

Robert K. Simmons 2006 66,242 (4)
Senior Vice

President- Finance

L. Stephen Rizzieri 2006 52,273 (5)
Chief Legal Officer

and General Counsel

Michael A. Trentel 2006 39,375(6)
Chief Financial Officer

and Treasurer o

Darol S. Lindloff 2006 48,125 (8)
Chief Operating Officer 7

Reed Fisher 2006 —
President and

Secretary of Cirracor

34,689

33,121

26,136

19,688

24,063

— —

600 (3) 104,685

— 99,363

— 78,409

— 59,063

380 (9) 72,568

—(10) —

(1) Bonus amounts covered the full 2006 fiscal year and were based on a full year’s employment and salary.

(2) Represents amounts paid since the merger on November 6, 2006. Does not include $34,689 paid by Panda Ethanol—
Delaware to Mr. Carter from October 1, 2006 to November 6, 2006 and $299,065 paid by Panda Energy to Mr. Carter
from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda Ethanol—Delaware
and Panda Energy to Mr. Carter for fiscal 2006 equals $403,150.

(3) Represents a $300 per month car allowance paid by us. Does not include $300 paid by Panda Ethanol—Delaware to
Mr. Carter from October 1, 2006 to November 6, 2006 and $2,700 paid by Panda Energy to Mr. Carter from January 1,
2006 to September 30, 2006. Does not include any amounts for personal use by Mr. Carter on two occasions, ong in

January 2006 and one in April 2006, of an aircraft owned by a subsidiary of Panda Energy as any




amounts related to such use were paid in full by Panda Energy and were not reimbursed by us or Panda Ethanol—
Delaware. Does not include $49,500 of compensation paid by us to Mr. Carter in connection with his service as a
director. See * Compensation of Directors.” Also does not include $36,500 of compensatlon paid by Panda Energy to
Mr. Carter in fiscal 2006 in connection with his service as a director.

(4) Represents amounts paid since the merger on November 6, 2006. Does not include $33,121 paid by Panda Ethanol—
Delaware to Mr. Simmons from October 1, 2006 to November 6, 2006 and $285,471 paid by Panda Energy to
Mr. Simmons from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Simmons for fiscal 2006 equals $384,834.

(5) Represents amounts paid since the merger on November 6, 2006. Does not include $26,136 paid by Panda Ethanol—
Delaware to Mr. Rizzien from October 1, 2006 to November 6, 2006 and $225,270 paid by Panda Energy to
Mr. Rizzieri from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol-—Delaware and Panda Energy to Mr. Rizzieri for fiscal 2006 equals $303,679.

(6} Represents amounts paid since the merger on November 6, 2006. Does not include $19,688 paid by Panda Fthanol—
Delaware to Mr. Trentel from October 1, 2006 to November 6, 2006 and $169,688 paid by Panda Energy to Mr. Trentel
from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda Ethanol—Delaware
and Panda Energy to Mr. Trentel for fiscal 2006 equals $228,751.

(7) Does not include amounts related to an option to purchase 235,000 shares of Panda Energy common stock granted to
Mr. Trentel by Panda Energy on August 16, 2006. The option has an exercise price of $3.00 per share and vests in three
equal installments on August 16, 2008, 2009 and 2010. The opuon will not vest if a termination of employmem with
Panda Energy or Panda Ethanol has occurred. The option expires (i) on August 16, 2016, (ii) on the 30" day following
termination of Mr. Trentel’s employment with Panda Energy or Panda Ethanol other than ‘for cause” and immediately
upon a termination “for cause,” and (iii) six months following Mr. Trentel’s death or disability. The option was granted
in connection with an agreement entered into on November 14, 2005 between Panda Energy and Mr. Trentel regarding
the acquisition of options to purchase 25,000 shares of Panda Energy common stock upon closing of financing for the
Hereford facility and options to purchase 10,000 shares of Panda Energy common stock upon closing of financing for
each of the next six ethano! facilities with a capacity of 100 million gallons or more. All of such options will have an
exercise price of $3.00 per share.

(8) Represents amounts paid since the merger on November 6, 2006. Does not include $24,063 paid by Panda Ethanol—
Delaware to Mr. Lindloff from October 1, 2006 to November 6, 2006 and $2077,396 paid by Panda Energy to
Mr. Lindloff from January 1, 2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Lindloff for fiscal 2006 equals $279,584.

(9) Represents a $190.00 per month car allowance paid by the Company. Does not include $190 paid by Panda Ethanol—
Delaware to Mr. Lindloff from October 1, 2006 to November 6, 2006 and $1,710 paid by Panda Energy to Mr. Lindloff
from January 1, 2006 to September 30, 2006.

(10) Mr. Fisher recetved no compensation in fiscal 2006. Does not include a loan in the amount of $7,666 which we repaid to
Mr. Fisher after consummation of the merger.

‘We provide only minimum perquisites to executive officers which have been identified in the footnotes to the
Summary Compensation Table above. We prefer to compensate named executive officers using a mix of salary and cash
bonus. We do provide Messrs. Carter and Lindloff with a monthly car allowance. Perquisites do not include any amounts
related to the provision of covered parking to the above named executive officers because the covered parking is provided by
the building at no incremental cost to us.

On November 1, 2006, Panda Energy granted options to purchase common stock of Panda Energy to Messrs.
Simmons, Trentel and Lindloff. Mr. Simmons’s option is for 100,000 shares, Mr. Lindloff’s option is for 15,000 shares and
Mr. Trentel’s has two options for 5,000 shares each. Thf options have an exercise price of $3.00 per share and are fully
vested and exercisable. The options expire on (i) the 30 day following termination of employment of the option holder with
Panda Energy or Panda Ethanol other than “for cause” and immediately upon a termination *for cause” or (ii) six months
following the option holder’s death or disability. The option granted to Mr. Simmons otherwise expires on July 1, 2011, the
option granted to Mr. Lindloff otherwise expires on March 31, 2009 and Mr. Trentel’s options otherwise expire on March 31,




2009 and on July 1, 2011. The option amounts, terms and price are the same as options held by such option holders that
expired by their terms upon their employment with Panda Energy due to such option holder’s change in employment to
Panda Ethanol—Delaware. These options were issued in recognition of the option holder’s past services as an employee of
Panda Energy. We do not believe that any of these options represents compensation for services rendered to us.

We did not grant any options to any of our employees, including our named executive officers, during 2006.

Compensation of Directors

The total compensation paid for the 2006 fiscal year to our directors for the fiscal year ended December 31, 2006, is set

forth below in the following Summary Compensation Table:

2006 FISCAL YEAR DIRECTOR COMPENSATION

'Fees Earned

‘ + orPaidin
] Name* . Cash ($)
Robert W. Carter 79,500 (1)
Chairman
Todd W. Carter 49,500 (2)
G. Michael Boswell 66,000 (3)
Donnell Brown 60,000 (4)
Stanford Stoddard (3) -

(1) Comprised of annual retainer of $75,000 and $4,500 in board mecting fees.

(2) Comprised of annual retainer of $45,000 and $4,500 in board meeting fees.

Change in
 Pension
Value and
Nonqualified
Non-Equity Deferred
Incentive Plan  Compensation All Other
Stock Option Compensation Earpings Compensation Total
Awards (§)  Awards (§} ($) (5) (5)
— o — e — 79,500
— — — — — 49,500
— — — — - 66,000
— — — — — 60,000

(3) Comprised of annual retainer of $45,000, $4,500 in board meeting fees, chairman of audit committee annual retainer of
$12,000 and $4,500 in committee meeting fees.

4) Cofnprised of annual retainer of $45,000, $4,500 in board meeting fees, chairman of nominating and corporate
governance committee annual retainer of $6,000 and $4,500 in committee meeting fees.

(5) Mr. Stoddard resigned from the board effective November 7, 2006 and did not receive any compensation for his service

as director.




Our current compensation policy for our directors is summarized as follows. The Chairman receives an annual retainer
of $75,000 and all other directors receive an annual retainer of $45,000. All directors, including the Chairman, receive $2,500
for each board meeting attended in person and $2,000 for each board meeting attended by telephone. The chairman of the
audit committee receives an annual retainer of $12,000. The chairman of each other committee receives an annual retainer of -
$6,000, If a director is the chairman of more than one committee, he or she would receive a retainer for each such committee.
All committee members, including the chairman, receive $1,500 for each committee meeting attended, whether in person or
by telephone. In addition, board members are reimbursed for reasonable travel expenses incurred in connection with their
atiendance at a board or committee meeting.

Compensation Committee Interlocks and Insider Participation

During the fiscal year ended December 31, 2006, the compensation committee was comprised of Messrs. Boswell and
Brown.

No member of the compensation committee is or has been an officer or employee of Panda Ethanol or any of its
subsidiaries or had any relationship requiring disclosure pursuant to ltem 404 of Regulation S-K during the fiscal year ended
December 31, 2006. No executive officer of Panda Ethanol served as a member of the compensation committee {or other
board committee performing similar functions or, in the absence of any such committee, the entire board of directors) of
another entity, one of whose executive officers served on the compensation committee. No executive officer of Panda
Ethanol served as a director of another entity, one of whose executive officers served on the compensation committee. No
executive officer of Panda Ethanol served as a member of the compensation committee (or other board committee performing
equivalent functions or, in the absence of any such committee, the entire board of directors) of another entity, one of whose
executive officers served as a director of Panda Ethanol.

Compensation Committee Report

Our compensation committee has reviewed and discussed the Compensation Discussion and Analysis required by
Item 402(b) of Regulation S-K with management and, based on such review and discussions, the compensation committee
recommended to our board of directors that the Compensation Discussion and Analysis be included in this annual report in

Form 10-K.

The foregoing report is provided by the following directors, who constitute the compensation committee.

COMPENSATION COMMITTEE

Philip D. English, Chairman
G. Michael Boswell
Donnell Brown




PART IV
Item 15. Exhibits and Financial Statement Schedules

EXHIBIT INDEX
Exhibit
Number Description
3w Certification of Principal Executive Officer.
31.20 Certification of Principal Financial Officer.

(1) Filed herewith.




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this amendment no. | to its annual report to be signed on its behalf by the undersigned, thereunto duly authorized.

May 17, 2007.

PANDA ETHANOL, INC,

/s/ Tobo W. CARTER
Todd W. Carter, Chief Executive Officer and President
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Ethanol, Inc. (a Delaware corporation), which is referred to in this annual report as Panda Ethanol-Delaware, merged with

and into Cirracor, Inc., which we refer to as Cirracor, a Nevada corporation. The surviving Nevada corporation afier the
merger changed its name to “Panda Ethanol, Inc.” In Amendment No. 2, the words “company,” “we,” “our,” “ours” and
“us” refer to the surviving company after the merger and its subsidiaries, unless otherwise stated or the context otherwise
requires.
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EXPLANATORY NOTE

Panda Ethanol, Inc. (the “Company™) is filing this Amendment No. 2 (“Amendment No. 27} to its Annual Report on
Form 10-K for the fiscal year ended December 31, 2006, as previously amended (the “Form 10-K™) to reflect the restatement
of the Company’s consolidated balance sheet as of December 31, 2006, and the consolidated statements of cash flows for the
year ended December 31, 2006 and for the period from inception through December 31, 2006 as discussed in Note 8
“Restatement of Previously Issued Financial Statements” of the Notes to Consolidated Financial Statements inchided in Item
8 of this Amendment No. 2. The restatement did not impact the Company’s total assets, shareholders’ equity, net loss, net
loss per share, cash used in operating activitics or cash provided by financing activitics.

On October 9, 2007, management and the Audit Committee (the “Audit Committee”) of the Board of Directors of
the Company concluded that the correction of errors related to the classification of certain assets on the Company’s
consolidated balance sheet and the related presentation in the consolidated statements of cash flows was appropriate.
Specifically, it was determined that investments in auction rate securitics (“ARS”) should have been classified as investments
available for salc, rather than as cash equivalents as previously reported. ARS are investments with interest rates that are reset
through a “dutch auction” process that generally occurs every 28 days for the ARS held by the Company. At each auction
date, the Company may elect to reset the interest rate on these sccuritics at the rate determined by a market auction or to scll
the securities. At the balance sheet date, there is the potential for a failed auction at the next reset date, in which case the
Company would be unable to immediately liquidate its position in these securities. Additionally, the amounts of restricted
cash and cash equivalents and restricted short-term investments at December 31, 2006 were reclassified as noncurrent assets,
rather than current assets as originally reported, because their use is restricted to construction of the Hereford facility, which

is a noncurrent asset.

Except as set forth herein, no changes are made to our Annual Report on Form 10-K for the fiscal year ended
December 31, 2006, as amended. This Amendment No. 2 contains only the amended items. Items 7 and 8 include an updated
discussion of the Company’s liquidity, the current status of the Hereford facility and the new organizational plan for the
Company. Item 9A includes a discussion of the material weakness related to the classification errors. This Amendment No. 2
does not purport to fully reflect or describe other events occurring after the date of the Form 10-K or modify or update those
disclosures affected by subsequent cvents.

In addition, we are also including as exhibits to this Amendment No. 2 the certifications required under Section 302
of the Sarbanes-Oxley Act of 2002 and are also furnishing, but not filing, certifications pursuant to Scction 906 of the
Sarbanes-Oxley Act of 2002.

In this Amendment No. 2, the words "Panda Ethanol” refer to Panda Ethanol, Inc. and its subsidiaries, unless
otherwise stated or the context otherwise requires. Panda Ethanol is a Nevada corporation. On November 6, 2006, Panda




Ethanol, Inc. (a Delaware corporation), which is referred to in this annual report as Panda Ethanol-Delaware, merged with
and into Cirracor, Inc., which we refer to as Cirracor, a Nevada corporation. The surviving Nevada corporation after the
merger changed its name to “Panda Ethanol, Inc.”” In Amendment No. 2, the words “company,” “we,” “our,” “ours” and
“us” refer to the surviving company after the merger and its subsidiaries, unless otherwise stated or the context otherwise

requires.




PART I

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our financial statements and the related notes to those statements included elsewhere in this Amendment
No. 2. In addition to historical financialinformation, the following discussion and analysis contains forward-looking
statements that reflect our plans, estimates and beliefs. Our actual results and timing of selected events could differ
materially from those anticipated in these forward-looking statements as a resulf of many factors, including those discussed
under “Item 1A—Risk Factors " on page 16 and the factors listed under “ltem I—Business—Forward- Looking Statements”
on page 14 of our annual report on Form 10-K filed on April 2, 2007.

Restatement — As discussed in the Explanatory Note, the Company has restated certain previously reported
financial statements to reflect the correction of errors regarding the balance sheet classification of certain assets and the
related presentation in the consolidated statements of cash flows. The amounts under “'Liquidity and Capital Resources”
below reflect such restatement.

Overview

The following discussion should be read in conjunction with our audited consolidated financial statements for the
period from inception {November 1, 2004) through December 31, 2004 and for the years ended December 31, 2005 and 2006
and for the period from inception through December 31, 2006 and the related notes included in this Amendment No. 2.

We are in the development stage and were formed to develop ethanol production plants and other related assets. We
do not expect to operate at a profit before our first ethanol plant is completely constructed and operational. Until June 7,
2006, Panda Ethanol—Delaware was a wholly-owned subsidiary of Panda Energy, a privately-held company. On June 7,
2006, Panda Ethanol-—Delaware closed a private placement of approximately 14.9 million shares of its common stock for a
total gross proceeds of approximately $90 million. On July 28, 2006, a wholly-owned subsidiary of Panda Ethanol—
Delaware, Panda Hereford Ethanol, L.P., entered into project level debt facilities aggregating approximately $188.1 million.
On December 1, 2006, we closed a private placement of 1,066,667 shares of our common stock for gross proceeds of $8
million.

On November 6, 2006, Panda Ethanol-Delaware merged with and into Cirracor pursuant to a merger agreement
dated May 18, 2006. The surviving company of the merger changed its name to “Panda Ethanol, Inc.” Pursuant to the
merger, each outstanding share of common stock of Panda Ethanol—Delaware was converted into the right to receive one
share of Cirracor common stock with a total of 28,800,000 shares of Cirracor common stock issued for 28,800,000 shares of
Panda Ethanol—Delaware common stock. The merger was accounted for as a reverse acquisition whereby Panda Ethanol
was deemed to be the acquirer for accounting purposes.

We began construction of our 115 million gallon, manure-fueted ethanol production facility in Hereford, Texas in
August 2006. While we currently do not produce ethanol, we currently estimate that the Hereford facility will begin
producing ethanotl in the first quarter of 2008 and will be fully operational by the end of the first quarter of 2008.

Through our wholly-owned subsidiaries, Panda Yuma Ethanol, L.P. and Panda Haskell Ethanol, L.P., we are also
currently developing additional ethanol production facilities in Yuma, Colorado and Haskell, Kansas. We have received an
air permit and entered into an EPC contract for the Yuma project, which would become fully effective upon issuance of a
notice to proceed following the completion of the debt and equity financing required to commence construction of the Yuma
facility. We have received both an air permit and waste water discharge permit for the Haskell facility.

To finance our ongeing development and capital needs, we will need to incur additional indebtedness, issue
additional securities and/or sell interests in or form partnerships or joint ventures to develop our specific projects. Any such
transactions may be consummated by Panda Ethanol or by the particular subsidiaries of Panda Ethanol that own and are
developing the specific ethanol projects. Any such dispositions of interests in the specific projects may result in a
deconsolidation of these project subsidiaries from our consolidated financial results and may result in a material decrease our
interest in, and control over, such projects.

From the date of our inception (November 1, 2004) through December 31, 2006, we incurred an accumulated net
loss of $18.5 million. We believe we will incur significant losses primarily related to development and administrative
expenses and interest expense on debt from this time forward untit we are able to successfutly complete construction and
commence operations of our initial ethanol production facility. There is no assurance that existing financing will be adequate
for completion of the Hereford facility, that we will be able to secure additional financing for other projects, or that we will
be successful in our efforts to develop, construct and operate one or more ethanol plants. Even if we successfully meet all of
these objectives and begin operations, there is no assurance that we will be able to operate profitably.
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Summary of Critical Accounting Policies and Estimates

This discussion and analysis of financial condition and results of operations arc based on the financial statements of
Panda Ethanol, which have been prepared in accordance with accounting principles generally accepted in the United States.
Note 2 to our audited consolidated financial statements included in this Amendment No. 2 contain summaries of our
significant accounting policies, many of which require management to make estimates and assumptions that affect the
reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. On an on-going basis, management evaluates its estimates and judgments, including
those related to accrued expenses, financing operations, and contingencies and litigation. Management bases its estimates and
Judgments on historical experience and on various other factors that it believes to be reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying value of assets and liabilities that are not readily
apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions. The
most significant accounting estimates inherent in the preparation of our consolidated financial statements include allocation
of expenses from the parent (discussed below), estimates as to the appropriate carrying value of certain assets which are not
readily apparent from other sources (primarily development costs), and valuation of financial derivatives. The valuation of
financial derivatives is based upon discounted estimated future payments under these derivative instruments, which in turn
are based upon forward market data obtained from independent sources.

Allocation of Expenses from the Former Parent

We are in the development stage and were a wholly-owned subsidiary of Panda Energy until June 7, 2006. Until
October 1, 2006, we had no employees nor offices. Prior to that date, our activities were conducted by Panda Energy
employees in the offices of Panda Energy. Accordingly, our financial statements include development and administrative
expenses allocated from Panda Energy, our former parent. Such allocated expenses include both salary and nonsalary costs,
Allocation of salary costs from the former parent is performed on an 1nd1v1dual employee basis and is based upon the
proportionate share of each employee’s time dedicated to ethanol projects. Nonsalary costs which are not specifically
identifiable 10 projects (such as employee benefits, office rent, information technology and other office expenses) are
allocated from the former parent in proportion to allocated salary costs, Qur management believes the allocation methodology
is rcasonable and represents management’s best available estimate of actual costs incurred for the ethanol development
activities; however, such allocations may not necessarily be representative of the actual costs that would have been incurred
by us as a stand-alone company. '

Results of Operations

For the year ended December 31, 2005 as compared to the year ended December 31, 2006

We are in the development stage and had no operating revenues for the years ended December 31, 2005 and 2006.
Qur activities consist solely of developing and constructing projects for ethanel manufacturing facilities.

Development and administrative expenses allocated from the former parent increased from $5,488,683 for the year
ended December 31, 2005 to 56,411,285 for the year ended December 31, 2006. The increase was caused by the significant
growth in development activity during 2006. Development activity accelerated during 2005 and 2006 as additional
employees became involved in ethanol project development activities. Expenses allocated from the former parent included
allocated salary costs of $3.5 million and $3.8 million, and allocated non-salary costs of $2.0 million and $2.6 million, for the
years ended December 31, 2005 and 2006, respectively.

Other development and administrative expenses increased from $1,110,408 in the year ended December 31, 2005 to
$7,014,657 in the year ended December 31, 2006. As with the expenses allocated from the former parent discussed above, the
increase was primarily attributable to the growth in development activity during 2006. Effective October 1, 2006, all of the
Panda Energy’s employees dedicated to ethanol-related activities on a full-time basis became our employees, and we began
paying substantially all of our own overhead costs. As a result, salaries and general overhead costs incurred in the fourth
quarter of 2006 which would previously have been reflected in expenses allocated from the former parent were instead
reflected in other development and administrative expenses. In addition to salaries and general overhead costs for the fourth
quarter of 2006 of $3.2 million, this expense category mcluded legal fees and other expenses of $1. 6 million attributable to
the merger transaction in the 2006 period.

Other income and cxpenses for the year ended December 31, 2006 included interest income of $3.7 million, interest
expense of $3.1 million, amortization of debt issuance costs of $0.3 million, and income from the decrease in fair value of
financial derivative of $1.5 million. There were no other income or expense items for the year ended December 31, 2005. The
other income and expense itemns in the 2006 period resulted from our equity and debt financing transactions and investment
of the related cash balances.




For the two months ended December 31, 2004 as compared 1o the year ended December 31, 2005

We are in the development stage and had no operating revenues for the two months ended December 31, 2004 or the
year ended December 31, 2005. Our activities consist solely of developing projects for ethanol manufacturing facilities.

Development and administrative expenses allocated from our former parent, Panda Energy, increased from
$269,775 for the two months ended December 31, 2004 to $5,488,683 for the year ended December 31, 2005. The increase
was caused by the significant growth in development activity during 2005. Development activity commenced in November
2004 and accelerated throughout 2005 as additional employees became involved in ethanol project development activities.
Expenses allocated from the former parent include allocated salary costs of $0.2 million and $3.5 million, and allocated
nonsalary costs of $0.1 million and $2.0 million, for the two months ended December 31, 2004 and the year ended December
31, 2005, respectively.

Other development and administrative expenses increased from $22,635 in the 2004 period to $1,110,408 i 2005.
As with the expenses allocated from the former parent discussed above, the increase was attributable to the growth in
development activity in 2005, The major expenses in this category include contract labor and travel, both of which increased
significantly in 2005 as development activity increased.

Liquidity-and Capital Resources

We are in the development stage and do not expect to operate at a profit before our first ethanol plant is completely
constructed and operational. While we currently do not produce ethanol, we currently estimate that the Hereford facility will
begin producing ethanol in the first quarter of 2008 and will be fulty operational by the end of the first quarter of 2008.

We had cash of $25,043 and restricted cash of $247,000 at December 31, 2005, and cash of $0.7 million, restricted
cash of $135.6 million, investments available for sale of $14.7 million, and restricted short-term investments of $12.5 million
at December 31, 2006. The restricted cash and restricted short-term investments at December 31, 2006 are restricted for use
in connection with the construction of the Hereford facility. In connection with the financing of the Hereford facility, we paid
$5.5 million to Panda Energy in the third quarter of 2006, including $2.0 million of reimbursement for costs incurred on the
Hereford facility in excess of a $13.0 million capital commitment that we were not required to repay, and a $3.5 million
development fee.

From the date of our inception (November 1, 2004) through December 31, 2006, we incurred an accumulated net
loss of $18.5 million. We believe we will incur significant losses primarily related to development and administrative
expenses, and interest expense on debt, from this time forward until we are able to successfully complete construction and
commence operations of our initial ethanol production facility.

On June 7, 2006, we closed a private placement of approximately 14.9 million shares of our common stock to
accredited investors for total net proceeds of approximately $86.1 million, after deducting offering costs of approximately
$3.9 million. On July 28, 2006, our wholly-owned subsidiary, Panda Hereford Ethanol, L.P., entered into project level debt
facilities aggregating $188.1 million, which are described below. We did not guarantee and are not obligated on these project
level debt facilities. On December 1, 2006, we closed a private placement of 1,066,667 shares of our common stock for net
proceeds of approximately $7.6 million, after deducting offering costs of approximately $0.4 million.

Our Hereford facility commenced site preparation in February 2006 and construction in August 2006, Lurgi PSI,
Inc. (“Lurgi™), the construction contractor, designed, engineered and is constructing the Hereford facility. The total
commitment under the contract with Lurgi is currently approximately $162 million. Energy Products of Idaho (“EPI”) has
agreed to design and supply the biomass handling and conversion equipment for the Hereford facility. The total commitment
under the contract with EPI is approximately $25 million. The total estimated cost of the Hereford facility, including interest
during construction, initial inventories, working capital and debt service reserves, has been estimated at approximately $271
million.

On July 10, 2007, the Company announced that it had withdrawn its private offering of $140 million aggregate
principal amount of 6% convertible, redeemable senior notes which was previously announced on June 5, 2007. The offering
was withdrawn because management believed that current market conditions were not conducive to achieving a per-share
valuation which reflected the long-term value of the Company’s common stock. The funds from the proposed offering had
been slated for construction of our ethanol facility in Yuma, Colorado and for general corporate purposes, including working
capital. Due to the withdrawal of the private offering, management determined that the Company would not have sufficient
working capital to continue its development activities to the cxtent originally planned. On August 9, 2007, in response to the
withdrawal of the private offering, expenditures in connection with the private offering effort and with the cancellation of a
construction-related contract for the Yuma facility, and the impact of tightening credit markets, our Board of Directors
approved a new organizational plan designed to reduce costs and enable the Company to focus on the construction and
subsequent operation of the Hereford facility. As a part of the new organizational plan, five executive officers and a number
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of additional development and administrative employees left the Company and joined Panda Energy effective September 1,
2007. It is anticipated that these departing officers and employees will be available to provide services to us on an as-needed
basis under the terms of a confidentiality and services arrangement to be entered into by us and Panda Energy, or their
subsidiaries. It is expected that Panda Energy will be compensated for these services through deferred arrangements, which
could include common stock. Other than administrative costs associated with the new organizational plan, there are no costs
(including severance or retention payments) associated with the departures of these officers and employees or the
organizational plan in general. Altogether, the repositioning is projected to reduce our cash outlay for operating expenses by
approximately $4.8 million between September 1, 2007 and the time the facility achieves substantial completion.

Although the Company’s operating expenses will be significantly reduced under the new organizational plan,
management anticipates that the Company will need to secure additional financing in the range of $1 million to $5 millien to
finance working capital requirements until the Company begins to receive cash distributions from the Hereford facility. The
Company is currently seeking such additional financing,

Management belicves, but can offer no assurance, that such financing can be obtained. This uncertainty raises,
substantial doubt about the Company’s ability to continue as a going concern. The financial statements do not include any
adjustments that might be necessary in the event that the Company is not able to obtain such additional financing.

Additionally, to finance our development activities, we will need to incur additional indebtedness, issue additional
securities and/or sell interests in or form partnerships or joint ventures to develop our specific projects. Any such transactions
may be consummated by Panda Ethanol or by the particular subsidiaries of Panda Ethanol that own and are developing the
specific cthanol projects. Any such dispositions of interests in the specific projects may result in a deconsolidation of these
project subsidiaries from our consolidated financial results and may result in a material decrease in our interest in, and control
over, such projects.

In addition to funds raised through the issuance of additional securities of Panda Ethanol, amounts necessary to
finance other projects may be obtained through other transactions such as the sale of interests in the particular projects or the
formation of partnerships or joint ventures to finance any remaining development costs for these projects. [t is currently
contemplated that these co-investors, partners or venture partners would generally be industry participants that have an
interest in developing ethanol or have had prior involvement in the production and development of ethanol-related projects.
Any sale of ownership interests in a project could have an adverse effect on our consolidated financial results and on our
ability to control the operations relating to these projects.

No assurance can be given that any such financings, sales of interests or securities, or formations of strategic
partnerships may be consummated or that we will be able to obtain the necessary amounts to fund these development costs
and capital needs. Additionally, these transactions may have an adverse impact on our ongoing business operations and
consolidated financial results. There is no assurance that we will be successful in our efforts to develop, construct and operate
one or more ethanol plants. Even if we successfully meet all of these objectives and begin operations, there is no assurance
that we will be able to operate profitably.

Hereford Facility Project Financing

On July 28, 2006, Panda Hereford Ethanol, L.P. closed three debt financing transactions, the proceeds of which are
being used to finance the construction of the Hereford facility and provide certain working capital for the project. The debt
transactions include a $158.1 million senior secured credit facility, or sentor debt, a $30.0 million subordinated secured credit
facility, or subordinated debt, and $50.0 million of tax-exempt bonds. The senior debt includes a letter of credit facility which
supports the tax-cxempt bonds; accordingly, the total borrowing capacity under the three debt transactions is $188.1 million.
The debt financing transactions are more fully discussed in Note 5 to the audited financial statements contained in this
Amendment No. 2.

Contractual Obligations

The table below presents our contractual obligations as of December 31, 2006, in millions of dollars. We had no
capital tease obligations or operating léase obligations as of December 31, 2006,

Payments due by period

Less More
than 1-3 3-5 than
Contractual obligations Total 1 year years years 5 years
Long-Term Debt Obligations (1) ..o $ 2173 % 74 % 490 $ 511 § 1098
Construction-Related Obligations (2)......cccovevivinniineccnicenens 135.1 135.1 — — —




Payments due by period

Less . More
) . than 1-3 35 than
Contractual obligations Total 1 year years years 5§ years
TOtAl (3) e $§ 3524 % 1425 § 490 § 511 § 1098

(1)  The table includes scheduled interest, principal and fee payments related to the our long-term debt outstanding as of
December 31, 2006. Our long-term debt obligations are all related to the construction financing for the Hereford
facility. As more fully discussed in Note 5 to our audited financial statements included in this Amendment No. 2, the
amount and timing of payments may be affected by cash sweep provisions in the debt agreements which are based on
the future operating cash flow of the Hereford facility. These cash sweep provisions, if appticable, would generally
have the effect of accelerating principal payments on the debt as operating cash flow increases. Acceleration of
principal payments under these provisions would generally reduce future interest cost since the amount of principal
outstanding in future periods would be reduced. Also, we anticipate additional future borrowings under our debt
facilities beyond those outstanding at December 31, 2006, which will increase the future payment obligations
accordingly.

(2) We are obligated under construction-related contracts as more fully discussed in Note 3 to our audited financial
statements included in this Amendment No. 2. The total obligations at inception of these contracts was $188.6 million.
Payments on these contracts through December 31, 2006 totaled $53.5 million, resulting in future obligations totaling
$135.1 million. Payments generally become due under the contracts based on achievement of specified construction
milestones. At December 31, 2006, $3.9 million of the future obligations were included on the balance sheet in
“accounts payable and accrued liabilitics—-property, plant and equipment.”

(3} The Company has financial derivative obligations consisting of a royalty interest embedded in the subordinated debt
obligation which is valued at $7.1 million, and an interest rate swap agreement which is valued at $0.5 million. These
obligations are more fully discussed in Notes 2 and 5 to our audited financial statements included in this Amendment
No. 2. The value of the royalty interest is based on expected future operating cash flow of the Hereford facility, If the
Hereford facility’s expected future operating cash flow increases, the value of the royalty interest liability would also
increase. The value of the interest rate swap is based on expectations of future interest rates. If expectations of future
interest rates increase, the value of the interest rate swap liability would decrease, We cannot reliably predict the timing
of the derivative payments on a year-by-year basis and, accordingly, the derivative obligations are not included in the
table above. '

Off-balance sheet arrangements

There are no off-balance sheet arrangements that have or are reasonably likely to have a current or future effect on
our financial condition, changes in financial condition, revenues or expenses, results of operations, lquidity, capital
expenditures or capital resources that are material to investors,

Item 8. Financial Statements and Supplementary Data

See Index to Financial Statements on page F-1.
Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

. We maintain “disclosure controls and procedures,” as such term is defined in Rule 13a-15(¢) under the Securities
Exchange Act of 1934, as amended, or the Exchange Act, that are designed to ensure that information required to be
disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and reported
within the time periods specified in Securities and Exchange Commission’s rules and forms, and that such information is
accumulated and communicated to our management, including our Chief Executive Officer (CEO) and Chief Financial
Officer (CFQ), as appropriate, to allow timely decisions regarding required disclosure. In designing and evaluating our
disclosure controls and procedures, management recognized that disclosure controls and procedures, no matter how well
conceived and operated, can provide only reasonable assurance of achieving the desired control objectives and we necessarily
are required to apply our judgment in evaluating the cost-benefit relationship of possible disclosure controls and procedures.

Our management, together with our disclosure committee, evaluated, under the supervision and with the
participation of our CEQO, CFO and Chief Accounting Officer {CAQ), together with our disclosure committee, the
effectiveness of the design and operation of our disclosure controls and procedures as of December 31, 2006 in connection
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with the filing of our original Form 10-K in April 2007. In connection with this Amendment No. 2, management re-evaluated
the effectiveness of the design and operation of our disclosure controls and procedures as of the end of the period covered by
this report. This evaluation was performed under the supervision and with the participation of the Company’s CEQ and CFOQ.
A material weakness is a control deficiency, or combination of control deficiencies, such that there is a reasonable possibility
that a material misstatement of the company’s financial statements will not be prevented or detected on a timely basis. Based
on this re-evaluation, our chief executive officer and chief financial officer have concluded that our disclosure controls and
procedures were not effective as of December 31, 2006, due to the following material weakness:

Management has determined that a material weakness in internal control over financial reporting existed as of
December 31, 2006, which resulted in errors and the subsequent restatement of the 2006 financial statements and financial
statement schedule included in this Amendment No. 2. Specifically, management determined that the Company’s controls
over the accounting for cash and cash equivalents and investments available for sale were not designed and did not operate
effectively to appropriately identify certain auction-rate securities and determine that such auction-rate securities were
presented in accordance with generally accepted accounting principles in the Company’s consolidated financial statements
and financial statement schedule.

Changes in Internal Control over Financial Reporting

There were no changes to our internal control over financial reporting during our last fiscal quarter ended December
31, 2006 that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

At the end of the 2007 fiscal year, Section 404 of the Sarbanes-Oxley Act will require our management to provide
an assessment of the effectiveness of our internal control over financial reporting. We are in the process of performing the
system and process documentation, evaluation and testing required for management to make this assessment, We have not
completed this process or our assessment, and this process will require significant amounts of management time and
resources. [n the course of evaluation and testing, management may identify deficiencies that will need to be addressed and
remediated.

PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) Documents filed as part of Report.
1. Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets as of December 31, 2005 and 2006 (Restated)

Consolidated Statements of Operations for the period from inception (November 1, 2004) through December 31,
2004, for the years ended December 31, 2005 and 2006 and for the period from inception through December 31,
2006

Consolidated Statements of Shareholders’ Equity for the period from inception (November 1, 2004) through
December 31, 2004, for the years ended December 31, 2005 and 2006 and for the period from inception through
December 31, 2006

Consolidated Statements of Cash Flows for the period from inception (November 1, 2004) through December 31,
2004, for the years ended December 31, 2005 and 2006 (Restated) and for the period from inception through
December 31, 2006 (Restated)

Notes to Consolidated Financial Statements
2. Financial Statement Schedule: Schedule 1, Condensed Financial Information of Registrant (Restated)

3. Exhibits required to be filed by ltem 601 of Regulation S-K




EXHIBIT INDEX

Exhibit

Number Description

23.10 Consent of Deloitte & Touche LLP,

31.1¢ Certification of Principal Executive Officer.

31.2m Certification of Principal Financiat Officer,

32,10 Certification of Chief Executive Officer Pursuant to Section 18 U.S.C, Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002,

32.20 Certification of Chief Financial Qfficer Pursuant to Section 18 U.S.C. Section 1350, as Adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.

(1) Filed herewith,




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

October 9, 2007.
PANDA ETHANOL, INC.

/s/ DAROL LINDLOFF

Darol Lindloff,
Chief Exccutive Officer and President
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Panda Ethanol, Inc.
Dallas, Texas

We have audited the accompanying consolidated balance sheets of Panda Ethanol, Inc. and subsidiaries (a
development stage company) as of December 31, 2005 and 2006, and the related consolidated statements of
operations, shareholders’ equity, and cash flows for the two-month period ended December 31, 2004, the years
ended December 31, 2005 and 2006, and for the period from November 1, 2004 (date of inception) to December 31,
2006. Our audits also inciuded the financial statement schedule listed in the Index at Item 15, These financial
statements and financial statement schedule are the responsibility of the Company’s management. Qur respon-
sibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). The Company is not required to have, nor were we engaged to perform, an audit of its internal
controi over financial reporting, Qur audits included consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by manage-
ment, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material réspects, the financial position of Panda
Ethanol, Inc. and subsidiaries (a development stage company) as of December 31, 2005 and 2006, and the results of
its operations and its cash flows for the two-month period ended December 31, 2004, the years ended December 31,
2005 and 2006, and the period from November 1, 2004 (date of inception) to December 31, 2006, in conformity
with accounting principles generally accepted in the United States of America. Also, in our opinion, such financial
statement schedule, when considered in relation 1o the basic consolidated financial statements taken as a whole,
presents fairly in all material respects the information set forth therein.

As discussed in Note 8 to the financial statements, Panda Ethanol, Inc. has restated its previously issued
financial statements and financial statement schedule as of and for the year ended December 31, 2006 to properly
account for its auction rate securities as investments available for sale and to reclassify restricted cash and restricted
short-term investments to noncurrent assets.

We have not audited any financial statements of the Company for any period subsequent to December 31,
2006. However, as discussed in Note 1 to the financial statements, the Company will need to secure additional
financing to meet its working capital requirements. This matter raises substantial doubt about the Company’s ability
to continue as a going concern. Management's plans with regard to these matters are also described in Note 1. The
financial statements do not include any adjustments that might result from the outcome of this uncertainty,

/s/ DELOITTE & TOUCHE LLP
Dallas, Texas

March 30, 2007
(October 9, 2007 as to Notes 1, 2, 3, and 8)
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PANDA ETHANOL, INC.
AND SUBSIDIARIES
. (A Development Stage Enterprise)

CONSOLIDATED BALANCE SHEETS
December 31, 2005 and 2006

2005 2006
As Restated —
See Note §
ASSETS
Current assets: .
Cashand cash equivalents . . .. .....oo it $§ 25043 % 713,529
Restricted Cash . . ..o ittt it e e e 247,000 —
Accounts receivable from former parent. .. ... .. .. e e i — 32,265
Investments available ToT SAlE . . oo vttt e et T — 14,700,000
Prepaid expenses and other assets . .............c.o i — 932,214
Total CUITENE ASSELS . v v oo it v ettt e e ia e ne et r s e 272,043 16,378,008
Restricted cash and cash equivalents ... ... ... .. ... i — 135,607,427
Restricted short-term iNVESHMENtS . . .. .. ..ttt innne e maaian o mranson — 12,495,335
Property, plant and equipment;
CONSLTUCHON N PIOZTESS - -+« v v v v v v eenvn i toa i an i nens e — 66,087,367
DevelOPMEeNt COSIS . . . oo i vvt ittt cie e m e 4,587,921 2,084,463
Furniture and fiXmres . ... ... oo ittt e e e — 76,693
Accumulated depreciation . . ... ... i e — (3,079
Total property, plant and equipment, net. .. .........ooverraoorreenos 4,587921 68,245,444
Debt issuance costs, net of accumulated amortization of $520,393 at December 31,

006..... ... P — 8,902,699
TOtRl ASSCIS . + o o o e et e e e e $ 4,859,964 $241,628,913
LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:
Accounts payable and accrued liabilities — property, plant and equipment . . ... $ 1,986,508 $ 6,309,361
Accounts payable and accrued liabilities — operating expenses. . ............ 56,465 1,051,919
ACCIIed INLEIEST . . v vttt it e i et et i — 491,497
Total current liabilities. . . .. ... ... .. e 2,042,973 7,852,777
FInancial deriVativeS . . o v v o o ottt e et e e e _— 7,659,400
Long-term debt, NEL ... .. .. .ovrn it — 136,369,890
Commitments and contingencies (Notes 3 and 5) )
Temporary equity — payable to former parent . .. ........ ... ...l — 4,301,558
Shareholders’ equity: '
Preferred stock, par value $.001; 100,000, 000 shares authorized; none issued and

outStANding . ... ..o e e _ —
Common stock, par value $.001; 250,000, 000 shares authorized; 13,817,341 and

31,066,667 shares issued and outstanding at December 31, 2005 and 2006,

TESPECUVELY . . o o o 13,817 31,067
Additional contributed capital ... ........ .. ... . i 9,694,675 104,405,191
Accumulated other comprehensive losses . .. .. ... . i i — (513,400)
Deficit accumulated during the development stage . ... ........ ...t (6,891,501) (18,477,570)
Total shareholders’ equity . ... ... ... .. it 2816991 85,445,288

Total liabilities and shareholders’ equity .. ....... ... .. i $ 4,859,964 $241,628,913

See notes to consolidated financial statements.
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PANDA ETHANOL, INC,

AND SUBSIDIARIES

(A Development Stage Enterprise)
CONSOLIDATED STATEMENTS OF OPERATIONS

For the period from inception (November 1, 2004) through December 31, 2004,
for the years ended December 31, 2005 and 2006, and for the period
from inception through December 31, 2006

Development and administrative expenses:

Development and administrative expenses
allocated from former parent . ...........

Other development and administrative
EXPENSES -« ot e
Total development and administrative

CXPENSES . . oot v et e
Other expense (income):

Interest income . . .. ....................

Interest expense and letter of credit fees .. ...

Amortization of debt issuance costs. ... ... ..

Depreciation. .. .......................

Decrease in fair value of financial derivative . .

Total other expense (income)............

Netloss......... ...,

Net loss per common share — basic and
dilutive:
Net ioss per common share. . . ..............

Weighted average common shares outstanding —
basicand dilutive . ... ........... ... ....

Inception
through
December 31, 2004

Year Ended December 31,

Inception
through

2005

2006 December 31, 2006

$ 269775 § 5,488,683 $ 6411,285 $12,169,743

22,635 1,110,408 7,014,657 8,147,700

292,410 6,599,091 13425942 20,317,443

— — (3,730,833) (3,730,833)

— — 3,137,889 3,137,889

— — 271,992 271,992

— — 3,079 3,079

— — (1,522,000  (1,522,000)

— — _(1,839,873) (1,839,873)

$ 292410 $ 6,599,091 $11,586,069 $18,477,570
$ 002 3 048 $ 0.51
13,817,341 13,817,34] 22,630,107

See notes to consolidated financial statements.
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PANDA ETHANOL, INC.
AND SUBSIDIARIES
(A Development Stage Enterprise)

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

For the period from inception (November 1, 2004) through December 31, 2004,
for the years ended December 31, 2005 and 2006, and for the period
from inception through December 31, 2006

Deficit
c Stock Accumulated Accumulated
__fommon StoX  Additional Other During the Total
Amgunt Total Par Contributed Comprehensive Developmeni Shareholders’
Date per Share Shares Value Capital Losses Stage Equity
Balance atinception . . .. ... ..... ... .. 11712004 § — 13,817,341 $13.817 % (13,817} § — $ —_ 5 —
Capital contributions from former parent . . . . -_ - 292410 — - 292,410
NetloSS . . v v v o et et e — — —_ — (292.410) (292,410}
Balance, December 31, 2004 . . ., .. ... ... 13,817,341 13,817 278,593 — (292,410) —
Capital contributions from former parent . . . . — — 9.416,082 — . — 9,416,082
NEtIOSS . - o v oe it e eeen i b ea e e — — — — (6,599,091}  (6,599,001)
Balance, December 31,2005 . . ... .. ... .. 13,817,341 13,817 9,694,675 — (6.891,501) 2,816,991
Capital contributions from former parent . . . . — — 6,424,972 — —_ 6,424,972
Capital distributions to former parent . . . . .. -— - (3,480,712} — — (5.480,712)
Issuance of common stock to non-affiliates . . . 6772006  $6.01 14,982,659 14,983 86,143,580 — — 86,158,563
Issuance of common stock in reverse merger
ransaction . . . ... .o e e 11/62006  § — 1,200,000 1,200 (1,200) — — —
Issuance of common stock to former parent . . 12/1/2006  $7.50 400,000 400 2,858,954 — — 2,859,354
Issuance of common stock 1o non-affiliates . . . 12/172006  $7.50 666,667 G67 4,764,922 — —_ 4,765,589
Unrealized loss on interest rale swap .. . . . . — — — (483,128) . _ (483,128)
Reclasstfication adjustments for earnings
realized innetloss. . . . ..., . ... ... — — -— (30,272} — (30,272)
NEtIOSS. v v vv v i vnn e e me e — — _— —_ (11,586,069)  (11,586,069)
Balance, Decetnber 31,2006 . . ... . ... ... 11,066,667 $31.067 $104,405,191  5(513.400) $(18.477.570) § 85445288

See notes to consolidated financial statements.
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PANDA ETHANOL, INC.
AND SUBSIDIARIES
(A Development Stage Enterprise)

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the period from inception (November 1, 2004) through December 31, 2004,
for the years ended December 31, 2005 and 2006, and for the period
from inception through December 31, 2006

Year Ended December 31,

Inception through Inception through

December 31, 2004 2005 2006 December 31, 2006
As Restated —  As Restated —
See Note 8 See Note 8

Operating activities:
Netloss ... ..o, $(292,410y $(6,599,091) § (11,586,069) $ (18,477,570)
Adjustments to reconcile net loss to net cash used
by operating activities:

Interest expense added to debt principal . . .. .. — —_— 1,937,890 1,937,890
Amortization of debt issuance costs . ... ..... — — 271,992 271,992
Decrease in fair value of financial derivative . . . — — {1,522,000) {1.522,000)
Increase in accounts receivable from former
PAMBNL . L. e — — (32,265) (32,265)
Increase in prepaid expenses .. ............ — — {932,214) (932,214)
Increase in accounts payable and accrued
liabilities — operating expenses . ......... — 56,465 995,454 1,051,919
Increase in accrued interest . .............. —— — 491,497 491,497
Net cash used in operating activities ... ... . (292,410) (6,542,626) (10,375,715) (17,210,751)
Investing activities:
Purchases of investments available for sale . .. ... — —  (83,025,000) (83,025,000)
Sales of investments available forsale ......... — —_ 68,325,000 68,325,000
Increase in restricted cash and cash equivalents . . . — (247,000) (135,360,427) (135,607,427}
Increase in restricted short-term investments . . ... — —  (12,495,335) (12,495,315
Additions to property, plant and equipment . . . ... — (2,601,413)  (59,086,269) {61,687,682)
Net cash used in investing activities ... ...... — (2,848,413) (221,642,031)  (224,490,444)
Financing activities:
Capital contributions from former parent. . .. .. .. 292,410 5,416,082 6,424,972 16,133,464
Capital distributions to former parent . .. ....... — —_ (5,480,712) (5.480,712)
Temporary equity advanced from former parent . . . — — 4,301,558 4,301,558
Issuance of common stock to former parent. .. . . . — — 2,859,354 2,859,354
Issuance of common stock 10 non-affiliates . . . . .. — —_ 90,924,152 90,924,152
Issuance of long-term debt and financial
derivative. . .......... ... . ... ... — — 143,100,000 143,100,000
Debtissuance costs ... ....... ..., — — (9,423,092) (9,423,092)
Net cash provided by financing activities. . . . .. 292 410 9,416,082 232,706,232 242414724
Increase in cash and cash equivalents. .. ......... — 25,043 688,486 713,529
Cash and cash equivalents, beginning of period . . . . . — — 25.043 —
Cash and cash equivalents, end of period .. .. ... .. 3 — § 25043 % 713,529 % 713,529
Noncash investing and financing activities:
Property, plant and equipment costs accrued . . . .. b — $1,986508 $ 6309361 3 6,309,361
Interest cost accrued to long-term debt . . .. ... .. $ — $ — § 193780 $ 1,937,890
Supplemental cash flow information:
Interest paid, net of amounts capitalized .. ... ... 3 -— $ — 708,502 % 708,502

See notes to consolidated financial statements,
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PANDA ETHANOL, INC. AND SUBSIDIARIES
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

As of December 31, 2005 and 2006
And For the Period from Inception (November 1, 2004} through December 31, 2004,
For The Years Ended December 31, 2005 and 2006,
And For the Period from Inception through December 31, 2006

1. ORGANIZATION AND BASIS OF PRESENTATION

Panda Ethanol, Inc. (“Panda Ethanol” or collectively with its subsidiaries the “Company”)(a Nevada corpo-
ration), through various subsidiaries, holds a 100% interest in an ethanol manufacturing facility currently under
construction in Hereford, Texas (“Hereford Facility”) and also holds 100% interests in ethano! projects under
development in various states (see Note 3).

Until June 7, 2006, the Company was a wholly owned subsidiary of Panda Energy International, Inc. (“PEIT™).
PEII currently holds a 45.8% interest in the Company (see Note 4). PEIl commenced development activities with
respect to ethanol manufacturing facilities on November 1, 2004, which is the inception date of the accompanying
financial statements. The financial statements are presented on a “carved out” basis and reflect the ethanol project
development activities as if Panda Ethanol had been incorporated, with 13,817,341 common shares (par value
$.001) initially outstanding and held by PEII, for ail periods presented, until June 7, 2006 (see Note 4). The
retrospective presentation under the current capital structure had no impact on net loss, any asset o liability, or net
shareholders’ equity.

Development Stage Enterprise — The Company is in the development stage and has no operating revenues.
The Company does not currently produce ethanol, as its projects are under construction or development as discussed
in Note 3. Financial support initially was provided in the form of equity contributions and temporary equity
advances from PEIL Additionally, the Company completed private equity transactions in June and December 2006,
and debt financing for the Hereford Facility in July 2006,

Liquidity and Going Concern Considerations — On July 10, 2007, the Company announced that it had
withdrawn its private offering of $140 million aggregate principal amount of 6% convertible, redeemable senior
notes which was previously announced on June 5, 2007. The offering was withdrawn because management believed
that current market conditions were not conducive to achieving a per-share valuation which reflects the long-term
value of the Company’s common stock. The funds from the proposed offering had been slated for construction of the
Company's ethanol facility in Yuma, Colorado and for general corporate purposes, including working capital. Due
to the withdrawal of the private offering, management determined that the Company would not have sufficient
working capital to continue its development activities to the extent originaily planned. On August 9, 2007, in
response to the withdrawal of the private offering, expenditures in connection with the private offering effort and
with the cancellation of a construction-related contract for the Yuma facility, and the impact of tightening credit
markets, the Company’s Board of Directors approved a new organizational plan designed to reduce costs and enable
the Company to focus on the construction and subsequent operation of the Hereford Facility. As a part of the new
organizational plan, five executive officers and a number of additional development and administrative employees
left the Company and joined PEII effective September 1, 2007. It is anticipated that these departing officers and
employees will be available to provide services to the Company on an as-nceded basis under the terms of a
confidentiality and services arrangement to be entered into by the Company and PEII, or their subsidiaries. It is
expected that PEII will be compensated for these services through deferred arrangements, which could include
common stock. Other than administrative costs associated with the new organizational plan, there are no costs
(including severance or retention payments) associated with the departures of these officers and employees or the
organizational plan in general.

Although the Company’s operating expenses will be significantly reduced under the new organizational plan,
management anticipates that the Company will need to secure additional financing in the range of $1 million to
$5 million to finance working capital requirements until the Company begins to receive cash distributions from the
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PANDA ETHANOL, INC. AND SUBSIDIARIES
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Hereford Facility. The Company is currently seeking such additional financing. Management belicves, but can offer
no assurance, that such financing can be obtained. This uncertainty raises substantial doubt about the Company’s
ability to continue as a going concern. The financial statements do not include any adjustments that might be
necessary in the event that the Company is not able to obtain such additional financing,

The consolidated financial statements include the accounts of all subsidiaries or projects in which the
Company has a controlling financial interest or is the primary beneficiary. All intercompany accounts and
transactions are eliminated in consolidation.

2. SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates — The preparation of financial statements in conformity with accounting principles gen-
erally accepted in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates, Any differences
from those estimates are recorded in the period in which they are identified.

Cash and Cash Equivalents — Included in cash and cash equivalents are highly liquid investments with
original maturities of three months or less at date of purchase.

Restricted cash and cash equivalents — Restricted cash and cash equivalents at December 31, 2006 are highly
liquid investments with original maturities of three months or less at date of purchase, the use of which is
contractually restricted to construction of the Hereford Facility. At December 31, 2005, restricted cash was
escrowed cash which collateralized a letter of credit issued by a financial institution. The letter of credit, which was
issued in connection with a vendor agreement, expired in May 2006 and the restricted cash balance was released to
the Company.

[nvestments available for sale — Investments available for sale consist of auction-rate securities (“ARS”),
which are securities with variable interest rates that are reset through a “‘dutch auction”™ process that generally occurs
every 28 days for the securities held by the Company. The securities are priced and traded as shori-term instruments
due to the interest rate reset mechanism. In accordance with Statement of Financial Accounting Standards (SFAS)
No. 115, “Accounting for Certain Investments in Debt and Equity Securities”, ARS are classified as “available for
sale” and are stated at cost which approximates fair value. As of December 31, 2006, the Company has experienced
no realized or unrealized gains or losses related to these securities, as they have been traded at par value.

Restricted short-term investments — Restricted shor-term investments are highly liquid investments with
original maturities of more than three months at date of purchase, the use of which is contractually restricted to
construction of the Hereford Facility. The Company expects to hold such investments to maturity. The investments,
which are carried at amortized cost, will mature before March 31, 2007.

Property, Plant and Equipment — Costs related 1o the projects under construction, including interest on funds
borrowed to finance the construction of facilities, are capitalized as construction in progress. Construction in
progress balances are transferred to ethanol manufacturing facilities when the assets are ready for their intended
use. Such costs will be depreciated using the straight-line method over the expected useful lives of the related
equipment, generally twenty-five years. Depreciation will begin when commercial operations commence.

Development Costs — The Company capitalizes the external costs of construction-related development
activities. Such costs include direct incremental amounts incurred for professional services (primarily legal,
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PANDA ETHANOL, INC. AND SUBSIDIARIES
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

engineering and consulting services), permits, options and deposits on land and equipment purchase commitments,
capitalized interest and other related costs. The continued capitalization is subject to on-going risks related to
successful completion, including legal, political, siting, financing, construction, permitting and contract compli-
ance. Capitalized costs are transferred to construction in progress when financing has been obtained and
construction activity has commenced. In accordance with Statement of Position (“SOP") 98-5, “Reporting on
the Costs of Start-up Activities,” start-up costs and organization costs are expensed as incurred.

Capitalization of inierest — The Company capitalizes interest cost on construction in progress and capitalized
development costs in accordance with the requirements of Statement of Financial Accounting Standards (“SFAS™)
No. 34, Capitalization of Interest Cost, and SFAS No. 62, Capitalization of Interest Cost in Situgtions involving
Certain Tax-Exempt Borrowings and Certain Gifts and Grants. These standards require that a certain portion of
interest cost be capitalized as part of the historical cost of developing or constructing an asset. For assets financed
with restricted tax-exempt borrowings, SFAS No. 62 requires the capitalization of all interest cost incurred on such
borrowings, less any interest earned on temporary investment of the proceeds of those borrowings, from the date of
borrowing until the specified qualifying assets acquired with those borrowings are ready for their intended use.

Environmental Matters — The operations of the Company are subject to federal, state and local laws and
regulations relating to protection of the environment. Although the Company believes that it is in compliance with
applicable environmental regulations, risk of costs and liabilities are inherent in ethano! manufacturing operations,
and there can be no assurances that significant costs and liabilities will not be incurred by the Company.
Management is not aware of any contingent liabilities that currently exist with respect to environmental matters.

Environmental expenditures are expensed or capitalized as appropriate. Expenditures that relate to an existing
condition caused by past operations, and which do not contribute to current or future revenue generation, are
expensed. Liabilities are recorded if environmental assessments and/or remedial efforts become probable, and the
costs reasonably estimable. No such liabilities have been recorded as of December 31, 2006.

Income Taxes — Deferred tax liabilities or assets are required to be recognized for the anticipated future tax
effects of temporary differences that arise as a result of the differences in the carrying amounts and the tax bases of
assets and liabilities. A valuation allowance is required for deferred tax assets in certain circumstances.

The Company was included in the consolidated federal income tax return of PEII for 2003, and will be so
included for the portion of 2006 for which it was a wholly-owned subsidiary of PEIL PEII's policy is to allocate
income tax expense or benefits to the Company as if it filed a separate tax return. The Company will file a separate
tax return for the portion of 2006 for which it was not a wholly-owned subsidiary of PELI. See Note 6.

Asset Impairment — The Company evaluates the impairment of long-lived assets if circumstances indicate
that the carrying value of those assets may not be recoverable. No provision for impairment has been required since
the inception of the Company.

Derivative Financial Instruments and Hedging Activities — Derivative financial instruments are currently
utilized by the Company (o reduce its exposure to market risks from changes in interest rates. These derivative
financial instruments consist of interest rate swaps. Additionally, the subordinated debt issued in connection with
the Hereford Facility contains an embedded derivative financial instrument which is based upon certain future cash
flows of the project (see Note 5). Periodically, the Company may enter into derivative financial instruments to hedge
the price of ethanol or the cost of corn used in the production of ethanol. The Company does not currently hold or
issue derivative financial instruments for speculative or trading purposes. Derivative financial instruments are
recorded on the balance sheet as either an asset or a liability measured at fair value. If the derivative does not qualify
as a hedge or is not designated as a hedge, the change in fair value of the derivative is recognized currently in
eamings. If the derivative qualifies for hedge accounting, the change in fair value of the derivative is recognized
either currently in earnings or deferred in other comprehensive income depending on the type of hedge and to what
extent the hedge is effective.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The Company has designated, documented and assessed hedging relationships, which resulted in cash-flow
hedges that require the Company to record the derivative instruments at fair value on its balance sheet with a
corresponding charge or credit to other comprehensive loss. Any hedge ineffectiveness is recorded currently in
earnings. Amounts are reclassified from other comprehensive losses into earnings as the underlying forecasted
lransactions occur.

Allocation of Administrative Costs — As discussed in Notes 1 and 4, the Company is in the development stage
and was a wholly-owned subsidiary of PEII until June 7, 2006. Until October 1, 2006, the Company had no
employees nor offices. Prior to that date, its activities were conducted by PEII employees in the offices of PEIL
Accordingty, the Company’s financial statements include development and administrative expenses allocated from
PEIL, its former parent. Such allocated expenses include both salary and nonsalary costs. Allocation of salary costs
from the former parent is performed on an individual employee basis and is based upon the proportionate share of
each employee’s time dedicated to ethanol projects. Nonsalary costs which are not specifically identifiable to
projects (such as employee benefits, office rent, information technology and other office expenses) are allocated
from the former parent in proportion to allocated salary costs. Management believes the allocation methodology is
reasonable and represents management’s best available estimate of actual costs incurred for the ethanol devel-
opment activities; however, such allocations may not necessarily be representative of the actual costs that would
have been incurred by the Company as a stand-alone company.

Net loss per share — Basic net loss per share is computed by dividing net loss by the weighted average number
of common shares outstanding during the period. Diluted net loss per share is computed by dividing net loss by the
weighted average number of shares of common stock and common stock equivalents outstanding during the period.
There were no common stock equivalents outstanding during the periods presented; accordingly, for all periods
presented, the Company’s basic and diluted net loss per share are the same.

Financial instruments — Statement of Financial Accounting Standards (“SFAS”™) No. 107, “Disclosures
About Fair Value of Financial Instruments”, requires all entities to disclose the fair value of financial instruments,
both assets and liabilities recognized and not recognized on the balance sheet, for which it is practicable to estimate
fair value. This statement defines fair value of a financial instrument as the amount at which the instrument could be
exchanged in a current transaction between willing parties. The estimated fair value of the Company’s financial
instruments was determined using market information and valuation methodologies. As of December 31, 2005 and
2006, the fair value of all financial instruments approximated carrying value. The carrying amounts of cash and cash
equivalents, restricted cash and cash equivalents, restricted short-term investments and accounts payable are
reasonable estimates of their fair value because of the short maturity of these items. The carrying amount of
investments available for sale reasonably approximates fair value because the securities are priced and traded as
short-term instruments due to the interest rate reset mechanism. The Company’s long-term debt includes
borrowings under both fixed and floating interest rates. At December 31, 2006, approximately 17% of the debt
accrues interest at a fixed rate, whereas the remaining 83% accrues interest at a floating rate. The fixed rate debt was
issued in July 2006. Accordingly, the carrying values for both the fixed rate and floating rate debt approximate fair
value.

Share-Based Payment — SFAS No. 123R, “Share-Based Payment”, requires all share-based payments to
employees, including grants of employee stock options, to be recognized in the income statement based on their fair
values. FASB Statement No. 123R was adopted by the Company effective January 1, 2005. Although the Company
has adopted a long-term incentive plan as discussed in Note 4, no awards have been granted under the plan.
Accordingly, the adoption of FASB Statement No. 123R had no impact on the Company’s results of operations or
financiat position.

Recent Accounting Pronouncements — In February 2006, the FASB issued Statement No. 155, Accounting for
Certain Hybrid Financial Instruments, an amendment of FASB Statements No. 133 and 140 (“SFAS 1557).
SFAS 155 establishes, among other things, the accounting for certain derivatives embedded in other financial
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

instruments. This combination is referred to as a hybrid financial instrument. SFAS 155 is effective for all financial
instruments acquired, issued or subject to a remeasurement (new basis) evenl occurring after the beginning of an
entity’s first fiscal year that begins after September 15, 2006. The Company does not believe the adoption of
SFAS 155 will have a significant impact on the Company’s financial position, cash flows or results of operations.

In July 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes (“FIN 48").
FIN 48 requires the use of a two-step approach for recognizing and measuring tax benefits taken or expected to be
taken in a tax return and disclosures regarding uncertainties in income tax positions. The Company is required to
adopt FIN 48 effective January 1, 2007. The cumulative effect of initially adopting FIN 48 will be recorded as an
adjustment to opening retained earnings in the year of adoption and will be presented separately. Only tax positions
that meet the more likely than not recognition threshold at the effective date may be recognized upon adoption of
FIN 48. The adoption of FIN 48 should not have a significant impact on the Company’s financial position, results of
operations or cash flows.

In September 2006, the FASB issued Statement No. 157, Fair Value Measurements (“SFAS 1577). SFAS 157
clarifies the principle that fair value should be based on the assumptions that market participants would use when
pricing an asset or liability. Additionally, it establishes a fair value hierarchy that prioritizes the information used to
develop those assumptions. SFAS 157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007. The Company has not yet determined the impact that the implementation of SFAS 157 will
have on its financial position or results of operations.

In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulle-
tin No. 108, Considering the Effects of Prior Year Misstatements when Quant{fying Missiatements in Current Year
Financial Statements (“SAB 108”). SAB 108 addresses quantifying the financial statement effects of misstate-
ments, specifically, how the effects of prior year uncorrected errors must be considered in quantifying misstate-
ments in the current year financial statements. SAB 108 does not amend or change the SEC staff’s previous
positions in Staff Accounting Bulletin No. 99, Materiality, regarding qualitative considerations in assessing the
materiatity of misstatements. SAB 108 is effective for fiscal years beginning after November 15, 2006. The
Company does not expect the adoption of SAB 108 to have a material impact on its financial position, results of
operations or cash flows,

In February 2007, the FASB issued Statement No. 159, The Fuir Value Option for Financial Assets and
Financial Liabilities (“SFAS 159”), which establishes presentation and disclosure requirements designed to
facilitate comparisons between companies that choose different measurement attributes for similar types of assels
and liabilities. The standard requires companies to provide additional information that will help investors and other
users of financial statements to more easily understand the effect of the company’s choice to use fair value on its
earnings. It also requires entities to display the fair value of those assets and liabilities for which the company has
chosen to use fair value on the face of the balance sheet. The new Statement does not eliminate disclosure
requirements included in other accounting standards, including requirements for disclosures about fair value
measurements included in SFAS 157. SFAS 159 is effective for financial statements issued for fiscal years
beginning after November 15, 2007. The Company has not yet determined the impact, if any, of this standard on its
financial position, results of operations or cash flows.

3. ETHANOL PROJECTS

The Hereford Facility is an ethanol manufacturing facility with an expected annual capacity of 115 million
gallons of denatured ethanol which is currently under construction in Hereford, Texas. The Hereford Facility is
being constructed under a fixed-price, wrnkey engineering, procurement, and construction (*EPC") contract with
Lurgi PSI, Inc. (“Lurgi™). Lurgi will install a biomass conversion system to be manufactured by Energy Products of
Idaho, Inc. (“EPI”), which will use cattle manure and cofton gin waste to generate process steam used in the
production of ethanol. At December 31, 2006, the total commitments under the Lurgi and EPI contracts, which

F-11




PANDA ETHANOL, INC. AND SUBSIDIARIES
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

became effective upon completion of financing for the Hereford Facility on July 28, 2006 as discussed in Note 5, are
approximately $186 million. Total commitments under ancillary construction-related contracts are approximately
$2 million. The total cost of the Hereford Facility, including interest during construction, initial inventories,
working capital and debt service reserves, is currently expected to be approximately $271 million. Construction of
the Hereford Facility, which commenced in August 20086, is currently expected to be completed in the first quarter
of 2008.

Under the terms of the debt financing for the Hereford Facility (see Nate 5), the assets related to the Hereford
Facility are restricted for use in connection with the construction of that facility and are not available for general
corporate purposes. Restricted net assets related to the Hereford Facility amounted to approximately $73 million at
December 31, 2006.

The Company has other ethanol manufacturing facilities under development. Projects to be located in Yuma
County, Colorado; Haskeil County, Kansas; Sherman County, Texas; Muleshoe, Texas; and Lincoln County,
Nebraska have been announced.

The Yuma and Haskell facilities are also designed to each produce approximately 115 million gallons of
denatured ethanol per year. The Company has received an air permit for the Yuma facility and is seeking debt and
equity financing required to construct that facility. On March 1, 2007, the Company entered into an EPC contract
with Lurgi for construction of the Yuma facility (the “Yuma EPC Contract”™). The Yuma EPC Contract would |
become fully effective upon issuance of a notice to proceed following completion of financing. In the first quarter of
2007, the Company also entered into an anciilary construction-related contract of approximately $9 million for the
Yuma facility. This ancitlary contract was later cancelled. See Note 1. The Company has received an air permit and a
waste water discharge permit for the Haskell facility. The Company has filed applications for air permits for all of its
other announced projects.

4. CAPITAL STRUCTURE AND EQUITY
Capital Structure and Equity Contributions from Parent

The initial capitalization of Panda Ethanol at formation in May 2006 was 1,000 shares of common stock with a
par value of $.01 per share. In June 2006, in anticipation of the private equity transaction discussed below, the
number of shares of common stock issued and outstanding was increased by a stock dividend to 13,817,341 shares,
and the par value was decreased to $.001 per share. The financial statements are presented as if the 13,817,341 shares
of common stock, par value $.001 per share, had been issued initially and outstanding from inception through June 7,
2006, when additional shares were issued as discussed below. The retrospective presentation under the current
capital structure had no impact on net loss, any asset or liability, or net equity. Amounts per share have also been
retrospectively adjusted.

Until June 2006, PEII funded all project development and administrative activities for the Projects. In
connection with the private equity transaction in June 2006 discussed below, PEIl agreed to a total equity
commitment of $13 million to Panda Ethanol which was reached in the first quarter of 2006. Accordingly, amounts
funded by PEII in excess of the $13 million commitment which relate to specific projects are reflected on the
balance sheet as temporary equity payable to former parent. The amounts payable to former parent do not bear
interest and have no specific repayment terms. Panda Ethanol repaid $2.0 million to PEII in the third quarter of 2006
in connection with the Hereford Facility financing (see Note 5). The remaining amounts of temporary equity are
expected to be repaid in the future, in amounts and at times not presently determinable, in connection with equity
and debt financing transactions. '

Through July 2006, the Company’s project development and administrative costs funded by PEII were treated
as equity contributions, a portion of which are considered temporary equity as discussed above. Effective with
August 2006, the Company was required to pay PEII on a monthly basis for the allocated costs under a Transition
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Services Agreement (“TSA™). Total charges under the TSA payable by the Company to PEII amounted to
$1.9 million for the two months ended September 30, 2006. Effective October 1, 2006, all of the PEIl employees
dedicated to ethanol-related activities on a full-time basis became employees of the Company, and the Company
began paying substantially all of its own overhead costs. Accordingly, charges under the TSA payable by the
Company to PEII for the fourth quarter of 2006 decreased substantially from the August-September period and
amounted to approximately $216,000 for the quarter. Additionally, certain of the Company’s employees provided
transition assistance to PEH during the fourth quarter of 2006, and charges under the TSA payable by PEII to the
Company amounted to approximately $205,000 for the quarter. As of December 31, 2006, PEII owed approx-
imately $32,000 to the Company, which is included in accounts receivable from former parent in the Company’s
consolidated balance sheet.

Additionally, effective October 1, 2006, the Company rents office space from PEII on a month to month basis
for approximately $35,000 per month. Such amount represents a prorata allocation of PEII's actual rent, based upon
the proportion of PEIT’s total office space occupied by the Company.

In connection with the Hereford Facility debt financing (see Note 5), the Company paid a $3.5 million
development fee to PEIl in July 2006. The payment was treated as an equity distribution for accounting purposes. -

Merger Transaction

On May 18, 2006 Panda Ethanol entered into an Agreement and Plan of Merger (“Merger Agreement”) with
Cirracor, Inc. (“Cirracor’”) and Grove Panda Investments, LI.C (“Grove™). Grove was the owner of 71% of the
commuon stock of Cirracor, The merger transaction became effective on November 6, 2006. Pursuant to the terms of
the Merger Agreement, prior to the effective time of the merger, Cirracor was required to effect a reverse stock split
whereby each share of Cirracor was converted into 0.340885 of a share of Cirracor stock amounting in the aggregate
to 1,200,000 shares which represented 4% of the issued and outstanding stock of the surviving corporation at the
merger effective date. The merger was structured so that Panda Ethano} merged into Cirracor with Cirracor as the
surviving corporation. At the effective date of the merger, Cirracor changed its name to Panda Ethanol, Inc.
Pursuant to the Merger Agreement, the surviving corporation granted certain piggyback registration rights to Grove.

In connection with the merger, the Company assumed the liabilities of Cirracor for merger-related costs. In
addition, Cirracor divested itself of its operations, such that it did not have any ongoing business operations effective
with the closing of the merger. Because Cirracor had no operations, and only net monetary liabilities, the merger
transaction was treated for accounting purposes as a capital transaction, whereby the Company assumed the net
monetary liabilities of Cirracor. As such, no fair value adjustments were necessary for any of the liabilities assumed.
The merger transaction was accounted for as a reverse acquisition whereby the Company was deemed to be the
acquirer for accounting purposes. Since no cash was exchanged in the merger, the Company recorded expenses of
approximately $212,000 related to the assumption of Cirracor’s liabilities, including $190,000 related to the merger
transaction. Additionally, the Company incurred legal fees and other expenses of approximately $1.4 million
related to the merger transaction.

Equity Transactions

On June 7, 2006, the Company issued to accredited investors in a private offering an aggregate of
14,982,659 shares of common stock at a purchase price of $6.01 per share, for total gross proceeds of approximately
$90.0 million. The Company incurred placement agent fees and expenses of approximately $3.9 million. Additional
costs related to the financing included legal fees which totaled approximatety $0.4 million.

On December 1, 2006, the Company issued to accredited investors (including PEII) in a private offering an
aggregate of 1,066,667 shares of common stock at a purchase price of $7.50 per share, for total gross proceeds of
$8.0 million. PEII purchased 400,000 shares for $3.0 million and unaffiliated investors purchased 666,667 shares
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for $5.0 million. The Company incurred placement ageht fees, legal fees and expenses of approximately
$0.4 million. After the transaction, PEII beneficially owns 45.8% of the Company’s outstanding common stock.

In connection with the private offerings discussed above, the Company entered into Registration Rights
Agreements with the investors which required the Company to file a registration statement with the Securities and
Exchange Commission within 75 days after the effective date of the merger with Cirracor. The Company filed the
registration statement on January 10, 2007, which complied with the 75-day requirement. Under the agreements,
75% of the Panda Ethanol shares held by PEII will be subject to a six-month lockup period from the effective date of
the registration statement.

Long Term Incentive Plan

In May 2006, as amended and restated on June 7, 2006, the Company adopted the Panda Ethanol, Inc. 2006
Long Term Incentive Plan (the “Plan”). The Plan authorizes the issuance of incentive stock options, non-qualified
stock options, stock appreciation rights, restricted stock, restricted stock units, performance awards, dividend
equivalent rights and other awards to employees, consultants and outside directors. A maximum of 3,333,333 shares
of common stock may be delivered pursuant to awards under the plan. No awards have been granted under the plan.

5. LONG-TERM DEBT

On July 28, 2006, the Company closed three debt financing transactions, the proceeds of which will be used to
finance the construction of the Hereford Facility and provide certain working capital for the project. The debt
transactions include a $158.1 million senior secured credit facility (“Senior Debt™), a $30.0 million subordinated
secured credit facility (“Subordinated Debt™), and $50.0 million of tax-exempt bonds (“Tax-Exempt Bonds™). As
described betow, the Senior Debt includes a letter of credit facility which supports the Tax-Exempt Bonds;
accordingly, the total borrowing capacity under the three debt transactions is $188.1 million.

The Senior Debt is comprised of a $101.6 million term loan facility, a $5.0 million working capital facility, and
a $51.5 million letter of credit facility. The Senior Debt is secured by substantially all of the assets of Panda
Hereford Ethanol, L.P. The term loan facility has a seven-year maturity and generally bears interest at a variable
annual rate equal to LIBOR plus a margin of 3.75% pre-completion and 3.50% post-completion. The working
capital facility has a five-year maturity and generally bears interest at the same rate as the term loan. The letter of
credit facility has a seven-year maturity and an annual fee of 3.75% pre-completion and 3.50% post-completion.
The letter of credit facility supports the $530.0 million of Tax-Exempt Bonds which are discussed separately below.
In addition to scheduled amortization during the applicable terms of the Senior Debt, a cash flow sweep provision
requires between 30% and 100% of excess cash flow after scheduled debt service and capital expenditures to be
applied quarterly to reduce the term loan principal. After the term loan has been fully repaid, 30% of the excess cash
flow will be applied to a sinking fund account to cash collateralize the letter of credit facility supporting the Tax-
Exempt Bonds. An additional cash flow sweep provision requires 25% of excess cash flow (after debt service on
both the senior and subordinated debt) to be applied to reduce the Senior Debt principal until the Senior Debt
batance is below $100 million,

At December 31, 2006, the Company had $63.1 million outstanding under the Senior Debt, which bore interest
at a rate of 9.1% per annum (before impact of the interest rate swap agreement discussed below).

On August 28, 2006, the Company entered into an interest rate swap dgreement to hedge its interest rate
exposure on approximately 100% of the projected term loan balance outstanding during the construction period and
lesser amounts after commercial operations commence. The Company has designated, documented and assessed
hedging relationships in connection with the swap agreement, which results in no hedge ineffectiveness. Under the
swap agreement, on a quarterly basis the Company pays a fixed rate of approximately 5.2% and receives a variable
rate based upon LIBOR. Including the pre-completion margin of 3.75%, the Company’s total interest rate on the
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term foan is effectively fixed at approximately 9.0% during construction via the swap agreement. At December 31,
2006, the notional amount of the swap agreement was $63.1 million. The term of the swap agreement runs through
201 1. The fair value of the swap agreement at December 31, 2006 was a liability of approximately $513,000, which
is included in financial derivatives on the balance sheet with a corresponding charge to accumulated other
comprehensive losses.

The Subordinated Debt has a term of up to seven years and bears interest at 12% per year. The Subordinated
Debt is secured by a second lien on a portion of the collateral for the Senior Debt and, after commencement of
commercial operations, a first lien on any funds available under a subordinated debt service reserve. Interest will be
added to the principal of the loan until the first scheduled payment date for the term loan, with payment in cash
thereafter. Beginning six months following completion of the Hereford Facility, a cash flow sweep provision
requires 100% of excess cash flow after Senior Debt ‘service requirements and Subordinated Debt interest to be
applied to reduce the Subordinated Debt principal up to targeted amortization amounts of $1 million to $2 million
per quarter, In addition, the Subordinated Debt lender is entitled to a royalty of 8.5% of distributable cash flows as
defined. The royalty will be payable for the longer of (a) four years from substantial completion of the Hereford
Facility or (b) the remaining term of the Subordinated Debt. A further cash flow sweep provision requires
prepayment of Subordinated Debt principal equal to 15% of distributable cash flows, as defined, after Senior Debt
service, Subordinated Debt service and royalty payments.

The 8.5% royalty interest in the Subordinated Debt discussed above is considered to be an embedded
derivative financial instrument. The fair value of the royalty interest at inception, which is estimated to be
approximately $8,668,000, has been accounted for as a financial derivative liability separate from the loan.
Accordingly, the carrying value of the loan was reduced by a discount of that amount at inception. The discount wili
be amortized over the life of the Subordinated Debt, resulting in a scheduled effective annual interest rate of 20.5%
on the Subordinated Debt. The effective annual interest rate may be affected by accelerated principal payments
under the cash flow sweep provisions. The fair vatue of the royalty interest at December 31, 2006 was estimated to
be a liability of approximately $7,146,000, which is included in financial derivatives on the balance sheet. The
decrease in fair value from inception of $1,522,000 has been recognized in the statement of operations.

At December 31, 2006, the Company had $30.0 million original principal amount outstanding under the
Subordinated Debi, plus approximately $1,580,000 in accrued pay-in-kind interest which was added to the principal
balance, which bore interest at a rate of 12% per annum. The unamortized discount related to the royalty interest
amounted to approximately $8,310,000, resulting in a net carrying value of approximately $23,270,000 for the
Subordinated Debt at December 31, 2006.

The Tax-Exempt Bonds are industrial revenue bonds issued by the Red River Authority, a governmental
agency of the State of Texas. The Tax-Exempt Bonds are supported solely by the Senior Debt letter of credit facility
and do nol constitute indebtedness of the Red River Authority, the State of Texas or any political subdivision
thereof. The economic substance of the Tax-Exempt Bonds is analogous to a direct borrowing by Panda Hereford
Ethanol, L.P. The Tax-Exempt Bonds bear interest at a variable rate which is reset on a weekly basis by the
remarketing agent (the initial rate was 3.7%). Although the Tax-Exempt Bonds have a stated maturity of 24 years,
the supporting letter of credit facility has a seven-year maturity as stated above; thus the Tax-Exempt Bonds
effectively also have a seven-year maturity unless the letter of credit facility is refinanced at maturity.

At December 31, 2006, the Company had $50.0 million outstanding under the Tax-Exempt Bonds, which bore
interest at a rate of 4.0% per annum.

From July 28, 2006 (the closing date for the debt transactions) through December 31, 2006, the net amount of
capitalized interest cost was approximately $2.3 million. See Note 2 for a discussion of the Company’s accounting
policy for capitalization of interest.
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The scheduled principal maturities of net long-term debt for each of the five years succeeding December 31,
2006 and thereafter are as follows:

2 1 P $ —
2008 . e e e e e e 8,414,157
2000 .. e B - 14,293,876
2000 . e e e e 15,388,876
710 I 15,493,876
Thereafter . . i i e e e e e 91,088,842
Subtotal . . ......... . ... . ... .. e e 144,679,627
Less unamortized discount on subordinated debt . . . . ... ... ... ... .. .. .... (8,309,737)

Total .. .. e e $136,369,890

6. INCOME TAXES

For 2003, the Company filed a consolidated federal income tax return with PEIL For the period from January |,
2006 to June 7, 2006, the Company will also file a consolidated federal income tax return with PEII, For the period
from June 7, 2006 through December 31, 2006 and for future years, the Company will file a separate federal tax
return since PEII will own less than 80% of the Company for those periods as a result of the equity financing
transactions discussed in Note 4.

The Company accounts for deferred income taxes using the asset and liability method. The approach requires
the recognition of deferred tax assets and liabilities for the expected future tax consequences of temporary
differences between the carrying amounts and the tax basis of assets and labilities. Deferred income tax assets and
liabilities are computed annually for the differences between the book value and tax basis of assets and liabilities
that will result in taxable or deductible amounis in the future. A valuation allowance is established when necessary
to reduce deferred tax assets to amounts expected to be realized based on enacted tax laws and rates applicable to the
periods in which the differences are expected to affect taxable income. For financial statement purposes, income tax
benefit or expense is computed as if the Company filed separate federal and state income tax returns.

All costs incurred were capilalized for tax purposes from inception to June 7, 2006. Accordingly, the Company
had no federal or state net operating loss carryforwards (“NOLs”) as of December 31, 2005. At December 31, 2006,
the Company had federal NOLs of approximately $5.2 million which will expire in 2026.

The Company recorded no current income tax provision or benefit from inception through December 31, 2006
as it had no taxable income. At December 31, 2005 and 2006, the Company had deferred tax assets of $2.4 million
and $6.1 million, respectively, resulting from temporary differences in the book and tax basis of assets and liabilities
as shown below. The deferred tax assets were fully offset by valuation allowances of $2.4 million and $6.1 million at
December 31, 2005 and 2006, respectively. Accordingly, no deferred 1ax benefit was recorded in either period.
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The tax effects of temporary differences that give rise to significant portions of deferred tax assets as of
December 31, 2005 and 2006 were as follows (in thousands):

2005 2006
Net operating loss carry forward. . . ... ... ... .. ... .. . L $ — $ 1,809
SHAM-UP COSIS . o v vt e e et e e e et it e 2,412 3,906
Property, plant and equipment . ........ ... ... .. i — 1,013
Long-term liabilities. . .. ........ .. i — (785)
Accumulated other comprehensive losses . ... ... ... .. o i i — 179
~Total deferred taxX 2SSELS . . . . o vttt et e e e e e 2,412 6,122
Valuation allowance . . .. ... e e e e (2412) (6,122)
Net deferred (ax S5SELS . . . ... ottt e ittt et § — % —

The income tax expense (benefit) differs from the statutory federal income tax rate of 35% applied to pretax
income (loss) as follows (in thousands):

2004 2005 2006
Income tax expense (benefit) at U.S. federal statutory rate. . ........ $(102)  $(2,310) $(4,055)
Permanent differences and other . .. ....... ... ... ... ... ... .. — — 345
Change in valuation allowance . ....... ... ... .. o0 ieiinein 102 2,310 3,710
Income tax expense {benefit) . ... ... ... .. ... $  — $§ — § —

In evaluating the reasonableness of the valuation allowance, management assesses whether il is more likely
than not that some portion, or all, of the deferred tax assets will not be realized. Ultimately, the realization of
deferred tax assets is dependent upon generation of future taxable income during those periods in which temporary
differences become deductible. To this end, management considers the level of historical taxable income, the
scheduled reversal of deferred tax liabilities, tax planning strategies and projected future taxable income. Although
the Company anticipates future profitability, the losses for 2005 and 2006 and anticipated losses for 2007 during the
construction of the Hereford Facility are the primary factors considered for management’s assessment at Decem-
ber 31, 2006. Based on these considerations, management does not believe it is more likely than not that the
Company will realize the benefit of the deferred tax assets.

On May 18, 2006, the Texas Governor signed into law a Texas margin tax (“H.B. No. 3”) which restructures the
state business tax by replacing the taxable capital and earned surplus components of the current franchise tax with a
new “taxable margin” component. Because the tax base on the Texas margin tax is derived from an income-based
measure, the Company believes the margin tax is an income tax and, therefore, the provisions of Statement of
Financial Accounting Standards No, 109 (“SFAS No. 109" regarding the recognition of deferred taxes apply to the
new margin tax. In accordance with SFAS No. 109, the effect on deferred tax assets of a change in tax law should be
included in tax expense attributable to continuing operations in the period that includes the enactment date.
Although the effective date of H.B. No. 3 is January t, 2008, certain effects of the change should be reflected in the
financial statements of the first interitn or annual reporting period that includes May 18, 2006. The Company has
considered any impact of this new tax law in the computation of its deferred tax assets.
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7. QUARTERLY INFORMATION (UNAUDITED)

Results of operations by quarter for the years ended December 31, 2005 and 2006 are summarized below and
reflect all adjustments, consisting only of normal recurring adjustments, needed to present fairly the results of
operations for the quarterly periods:

2005 2006
Quarter ended March 31:
N N BOSS . « o e i e $1,179,310  $2,445,487

Net loss per common share. . ... ... ... ... ... .. . ... .. ..., $ 09 3 .18
Quarter ended June 30:

NEL 0SS . vt e $1,504,162  $2,726,963

Net loss percommon share. . .. ... ... .. i $ A0 % 15
Quarter ended September 30:

Nel lOSS . . .. e e e $1.919,920 $3,164,945

Netloss percommon share. . .. ... ... ... ... ... ... ... ... $ 4 3 A1
Quarter ended December 31:

Net J08S . . oo e e e $1,995699  $3,248,674

Net loss percommon share. .. ..... .. ... .. ... ... . . ... co.... 5 A5 % 11

8. RESTATEMENT OF PREVIOUSLY ISSUED FINANCIAL STATEMENTS

On October 9, 2007, management and the Audit Committee (the “Audit Committee”) of the Board of Directors
of the Company concluded that the correction of errors related to the classification of certain assets on the
Company’s consolidated balance sheet and the related presentation in the consolidated statements of cash flows was
appropriate. Specifically, it was determined that investments in auction rate securities (“ARS”) should have been
classified as investments available for sale, rather than as cash equivalents as previously reported. ARS are
investments with interest rates that are reset through a “dutch auction” process that generally occurs every 28 days
for the securities held by the Company. At each auction date, the Company may elect Lo reset the interest rate on
these securities at the rate determined by a market auction or to sell the securities. At the balance sheet date, there is
the potential for a failed auction at the next reset date in which case the Company would be unable to immediately
tiquidate its position in these securities. Additionally, the amounts of restricted cash and cash equivaients and
restricted short-term investments at December 31, 2006 were reclassified as noncurrent assets, rather than current
assets as originally reported, because their use was restricted to construction of the Hereford facility, which is a
noncurrent asset.

The correction of these errors does not have any impact on the Company’s reported total assets, shareholders’
equity, net loss, net loss per share, net cash used in operating activities, or net cash provided by financing activities
in the periods affected.

The effect of correcting the errors on the consolidated financial statements is indicated below. The Company
did not invest in ARS prior to 2006; accordingly, previously reported prior periods are not affected.

F-18




PANDA ETHANOL, INC. AND SUBSIDIARIES
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The impact of the restatement on the consolidated balance sheet and the related financial statement schedule is

as follows:
As
Previously
Reported As Restated
As of December 31, 2006:

Cash and cash equivalents. . ... ......... ... ..o oty $ 15413529 § 713,529
Investments available forsale . .................... e — 14,700,000
Total CUITENE ASSeTS . . . . . . oot ittt e ia et eis e iaaee s 164,480,770 16,378,008

The impact of the restatement on the consolidated statements of cash flows is as follows:

As Previcusly

Reported As Restated
For the year ended December 31, 2006:
Cash flows from investing activities:
Purchases of investments available forsale .............. $ —  $ (83,025,000)
Sales of investments available forsale. .. ............... — 68,325,000
Net cash used in investing activities . .................. (206,942,031)  (221,642,031)
Increase in cash and cash equivalents . ................... 15,388,486 688,486
Cash and cash equivalents, end of period. . . ............... 15,413,529 713,529
From inception through December 31, 2006:
Cash flows from investing activities:
Purchases of investments available forsale .............. $ — § (83,025,000)
Sales of investments available forsale.................. — 68,325,000
Net cash used in investing activities ... ................ (209,790,444) (224,490,444}
Increase in cash and cash equivalents ... ................. 15,413,529 713,529
Cash and cash equivalents, end of period. . . ............... 15,413,529 713,529
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Schedule 1 — Condensed financial information of registrant.

Presented below is condensed balance sheet information of the registrant as of December 31, 2006, reflecting
separately the assets that are restricted for use in connection with construction of the Hereford Facility under the
project financing agreements (as discussed in Notes 3 and 5 to the consolidated financial statements) and the related
liabilities, and the unrestricted assets and liabilities of the Company. The project financing agreements were
executed in July 2006; accordingly, the restrictions were not applicable prior to 2006. The amounts reflect the
restatement discussed in Note 8 of the consolidated financial statements.

Consolidated

Restricted Unrestricted Total
As Restated — As Restated — As Restated —
See Note § See Note 8 See Note 8
ASSETS
Current assets:
Cash and cash equivalents. ... ..................... $ 261,048 § 452,481 $ 713,529
Accounts receivable from former parent .............. — 32,265 32,265
- Investments available forsale . ..................... — 14,700,000 14,700,000
Prepaid expenses and other assets . .................. 52,140 880,074 932,214
Total current assets . . .. ... ... 313,188 16,064,820 16,378,008
Restricted cash and cash equivalents . . ... . ............. 135,607,427 — 135,607,427
Restricted short-term investments . . .. ................. 12,495,335 — 12,495,335
Property, plant and equipment:
Construction in progress . . ... ... i 66,087,367 — 66,087,367
Development costs .. ............... ... .......... — 2,084,463 2,084,463
Furniture and fixtures . . .......... .. 64,642 12,051 76,693
Accumulated depreciation. . .. ........ ... ... ..., (2,701) (378) (3,079
Total property, plant and equipment, net ............ 66,149,308 2,096,136 68,245,444
Debt issuance costs, net of accumulated amortization of )
$520,393 at December 31,2006 .. .................. 8,902,699 — 8,902,699
Total assets . ... ... e $223,467957  $18,160,956  $241,628,913

. LIABILITIES AND SHAREHOLDERS’ EQUITY
Current tiabilities:
Accounts payable and accrued liabilities — property, plant

and equipment .. ... ... ... .. L, $ 6,003,229 § 306,132 6,309,361
Accounts payable and accrued liabilities — operating
CXPEISES . o o e v it e e e e s 52,781 999,138 1,051,919
Accrued interest . . .. .. ... ... ... 491,497 — 491,497
Total current liabilities . ........................ 6,547,507 1,305,270 7,852,777
Financial derivatives. . ... ... ... ... . ... .. i .. 7,659,400 — 7,659,400
Longtermdebt,net . ...... ... ... ... ... ... ....... 136,369,390 — 136,369,890
Commitments and contingencies (Notes 3 and 5)
Temporary equity — payable to former parent.......... — 4,301,558 4,301,558
Sharcholders’ equity . .. ... ... .. ot 72,891,160 12,554,128 85,445,288
Total liabilities and shareholders’ equity . ............... $223,467,957 518,160,956  $241.628,913




Schedule I — Condensed financial information of registrant,

Presented below is condensed results of operations information of the registrant for the year ended Decem-
ber 31, 2006, reflecting separately the results of operations related to the Hereford facility, which are restricted
under the project financing agreements (as discussed in Notes 3 and 5 to the consolidated financial statements), and
the unrestricted operations of the Company. The project financing agreements were executed in July 2006;

accordingly, the restrictions were not applicable prior to 2006.

Year Ended December 31, 2006

Consolidated
Restricted Unrestricted Total
Development and administrative expenses:
Development and administrative expenses allocated from
formerparent,......... ... ... ... IR $ 3388590 $3,022695 $ 6,411,285
Other development and administrative expenses . .. ......... 1,550,485 5,464,172 7.014,657
Total development and administrative expenses . . ......... 4,939,075 8,486,867 13,425,942
Other expense (income):
INEErESt INCOMIE .« . . o v ottt i ettt ettt e e iae e (2,943,620} (787,213) (3,730,833)
Interest expense and letter of credit fees . . .. ... ........... 3,130,681 7,208 3,137,889
Amortization of debt issuance costs .. ................... 271,992 — 271,992
Deprecialion . ......o vt n it et 2,701 378 3,079
Decrease in fair value of financial derivative., . .. .... .. ..... (1,522,000) — (1,522,000)
Total other expense (income) .. ...................... (1,060,246) (779,627) (1,839,873)
Netloss ... . i s $ 3,878,820 §7,707,240  $11,586,069
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Schedule I — Condensed financial information of registrant.

Presented below is condensed cash flow information of the registrant for the year ended December 31, 2006,
reflecting separately the cash flows related to the Hereford facility, which are restricted under the project financing
agreements (as discussed in Notes 3 and 5 to the consolidated financial statements), and the unrestricted cash flows
of the Company. The project financing agreements were executed in July 2006; accordingly, the restrictions were
not applicable prior to 2006. The amounts reflect the restatement discussed in Note 8 of the consolidated financial
statemnents.

Year Ended December 31, 2006

Consolidated
Total

Restricted Unrestricted

Operating activities:
Net loss
Adjustments to reconcile net loss to net cash used by

operating activities:

$ (3,878,829) $ (7,707,240) § (11,586,069)

S-3

Interest expense added to debt principal . ............ 1,937,890 — 1,937,890
Amortization of debt issuance costs . . ... ........... 271,992 — 271,992
Decrease in fair value of financial derivative. . ........ (1,522,000) - (1,522,000}
Increase in accounts receivable from former parent. . . . . — (32,265) {32,265}
Increase in prepaid expenses . .. .................. (52,140) (880,074) (932,214)
Increase (decrease) in accounts payable and accrued
liabilities — operating expenses ... .............. {3,684) 999,138 995,454
Increase in accrued interest . . .................... 491,497 —_ 491,497
Net cash used in operating activities. ... .......... (2,755,274)  (7,620441)  (10,375,715)
Investing activities:
Purchases of investments available forsale .............. —  (83,025,000) (83,025,000)
Sales of investments available forsale.................. — 68,325,000 68,325,000
Increase in restricted cash and cash equivalents . .......... (135,360,427) —  (135,360,427)
Increase in restricted short-term investments .. ........... (12,495,335) — (12,495,335)
Additions to property, plant and equipment ,............. (57,562,462)  (1,523,807)  {59,086,269)
Net cash used in investing activities. . . . .............. (205,418,224) (16,223,807) (221,642,031)
Financing activities; .
Capital contributions (investments) within consolidated group,
net..........: e e e e e e e e e 74,732,595  (74,732,595) —_
Capital contributions from former parent . ... ............ — 6,424,972 6,424,972
Capital distributions to former parent. . . . ... ......... ... — (5,480,712 (5,480,712}
Temporary equity advanced from former parent. . ....... .. — 4,301,558 4,301,558
Issuance of commeon stock to former parent. . .......... .. — 2,859,354 2,859,354
Issnance of common stock to non-affiliates . .. ........... — 90,924,152 90,924,152
Issuance of long-term debt and financial derivative ........ 143,100,000 —_ 143,100,000
Debt issuance costs. . . ... vttt e (9,423,092) — (9,423,092)
Net cash provided by financing activities. . .. .......... 208,409,503 24,296,729 232,706,232
Increase in cash and cash equivalents . . ................., 236,005 452,481 688,486
| Cash and cash equivalents, beginning of period . . . . ... ...... 25,043 — 25,043
Cash and cash equivalents, end of period .. ............... 3 261,048 § 452,481 % 713,529
. Noncash investing and financing activities:
Property, plant and equipment costs accrued .. ........... $ 6003229 $ 306132 $ 6,309,361
Interest cost accrued to long-termdebt .. ............... $ 1,937,890 § — % 1,937,890
Supplemental cash flow information:
Interest paid, net of amounts capitalized ................ $ 701,294 % 7,208 % 708,502
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Panda Ethanol, Inc.
4100 Spring Valley + Suite 1002
Dallas, Texas 75244
(972) 361-1200 « (972) 455-3880

Qctober 12, 2007

Dear Stockholder:;

You are cordially invited to attend the 2007 Annual Meeting of Stockholders of Panda Ethanol, Inc.
The meeting will be held at 1:00 p.m. local time on Wednesday, October 24, 2007, at the Hereford Country
Club, 726 Country Club Drive, Hereford, Texas 79045. Your Board of Directors and management look
forward to greeting those of you able to attend in person.

¢ You will find enclosed a Notice of Meeting that identifies the proposals to be presented for
your action.

¢  You will find enclosed the 2006 Annual Report, which includes our financial statements.

Your vote is important. The Board of Directors appreciates and encourages stockholder participation
in the company’s affairs. Whether or not you can attend the meeting, please read the proxy statement
carefully, then sign, date and return the enclosed proxy promptly in the envelope provided, so that your shares
will be represented at the meeting.

In addition, if you are able to attend in person, you are cordially invited to a tour of the Hereford
ethanol construction site, located at 4300 County Road 8, Hereford, Texas 79045, which will begin at 10:00
a.m. local time and end around 11:30 a.m. Following the tour you are invited to a buffet lunch at the
Hereford Country Club starting at noon. Please contact our Investor Relations Department at 214-361-1200,
if you plan to participate in the tour or attend the lunch.

On behalf of the Board of Directors, thank you for your cooperation and continued support.
Sincerely,

Robert W. Carter
Chairman of the Board




PANDA ETHANOL, INC.
4100 Spring Valley, Suite 1002
Dallas, Texas 75244
(972) 361-1200 - (972) 455-3880

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD OCTOBER 24, 2007

To the Stockholders of Panda Ethanol, Inc.:

NOTICE IS HEREBY GIVEN that the 2007 Annual Meeting of Stockholders (the “Annual
Meeting”) of Panda Ethanol, Inc., a Nevada corporation (the “Company”), will be held at the Hereford
Country Club, 726 Country Club Drive, Hereford, Texas 79045, on the 24" day of October 2007, at 1:00 p.m.
(local time) for the following purposes:

1. - To elect five (5) directors to serve for a term of one year or until their respective
successors are elected and qualified;

2. To consider and vote upon a proposal to approve the Panda Ethanol, Inc. 2006
Amended and Restated Long-Term Incentive Plan (the “Incentive Plan™);

3 To ratify the appointment of Deloitte & Touche LLP as the Company’s independent
registered public accounting firm for 2007; and

4. To transact any and all other business that may properly come before the meeting or
any adjournment or postponement thereof.

The Board of Directors has fixed the close of business on September 13, 2007 as the record date (the
“Record Date”) for the determination of stockholders entitled to notice of and to vote at the Annual Meeting
or any adjournment(s) or postponement(s) thereof. Only stockholders of record at the close of business on the
Record Date are entitled to notice of and to vote at the Annual Meeting. The stock transfer books will not be
closed. A list of stockholders entitled to vote at the Annual Meeting will be available for examination at the
offices of the Company for 10 calendar days prior to the meeting.

You are cordially invited to attend the meeting; whether or not you expect to attend the meeting in
person, however, you are urged to mark, sign, date, and mail the enclosed form of proxy promptly so that
your shares of stock may be represented and voted in accordance with your wishes and in order that the
presence of a quorum may be assured at the meeting. Your proxy will be returned to you if you should be
present at the meeting and should request its return in the manner provided for revocation of proxies on the
initial page of the enclosed proxy statement. '

- BY ORDER OF THE BOARD OF DIRECTORS

Richard A. Cuccia, 11
Associate General Counsel and Corporate Secretary

October 12, 2007
Dallas, Texas




PANDA ETHANOL, INC.
4100 Spring Valley, Suite 1002
Dallas, Texas 75244
(972) 361-1200 - (972) 455-3880

PROXY STATEMENT
FOR
ANNUAL MEETING OF STOCKHOLDERS

TO BE HELD OCTOBER 24, 2007

SOLICITATION AND REIVOCABILITY
OF PROXIES

The accompanying proxy is solicited by the Board of Directors on behalf of Panda Ethanol, Inc.,
a Nevada corporation (the “Company”), to be voted at the 2007 Annual Meeting of Stockholders of the
Company (the “Annual Meeting™) to be held on October 24, 2007, at the time and place and for the
purposes set forth in the accompanying Notice of Annual Meeting of Stockholders (the “Notice™) and at
" any adjournment(s) or postponement(s) thereof. When proxies in the accompanying form are properly
executed and received, the shares represented thereby will be voted at the Annual Meeting in
accordance with the directions noted thereon; if no direction is indicated, such shares will be voted
for the election of directors, for approval of the Company’s 2006 Amended and Restated Long-
Term Incentive Plan (the “Incentive Plan™) and for the ratification of the appointment of Deloitte &
Touche LLP as the Company’s independent registered public accounting firm as set forth on the
accompanying Notice.

The executive offices of the Company are located at, and the mailing address of the Company is,
4100 Spring Valley, Suite 1002, Dallas, Texas 75244.

Management does not intend to present any business at the Annual Meeting for a vote other than
the matters set forth in the Notice and has no information that others will do so. If other matters requiring
a vote of the stockholders properly come before the Annual Meeting, it is the intention of the persons
named in the accompanying form of proxy to vote the shares represented by the proxies heid by them in
accordance with applicable law and their judgment on such matters.

This proxy statement (the “Proxy Statement™) and accompanying form of proxy are being mailed
on or about October 12, 2007. The Company’s Annual Report to Stockholders covering the Company’s
fiscal year ended December 31, 2006 is enclosed herewith, but does not form any part of the materials for
solicitation of proxies.

~ Any stockholder of the Company giving a proxy has the unconditional right to revoke the proxy
at any time before its exercise by voting in person at the Annual Meeting, by delivering a duly executed
proxy bearing a later date or by giving written notice of revocation to the Company addressed to Richard
Cuccia, Associate General Counsel and Corporate Secretary, Panda Ethanol, Inc., 4100 Spring Valley,
Suite 1002, Dallas, Texas 75244; no such revocation shall be effective, however, unless such notice of
revocation has been received by the Company at or prior to the Annual Meeting.




In addition to the solicitation of proxies by use of the mail, officers and regular employees of the
Company or Panda Energy International, Inc. (“Panda Energy”) may solicit the return of proxies, either
by mail, telephone, telegraph, or through personal contact. These officers and employees will not be
additionally compensated but will be reimbursed for out-of-pocket expenses. Brokerage houses and other
custodians, nominees, and fiduciaries, with shares of the Company’s common stock, par value $0.001 per
share (the “Common Stock™), registered in their names, will be requested to forward solicitation material
to the beneficial owners of such shares of Common Stock.

The cost of preparing, printing, assembling, and mailing the Annual Report, the Notice, this
Proxy Statement, and the enclosed form of proxy, as well as the reasonable cost of forwarding solicitation
materials to the beneficial owners of shares of Common Stock, and other costs of solicitation, are to be
bome by the Company.

QUORUM AND VOTING

The record date for the determination of stockholders entitled to notice of and to vote at the
Annual Meeting is the close of business on September 13, 2007 (the “Record Date”). On the Record
Date, 31,066,659 shares of Common Stock were issued and outstanding.

Each holder of Common Stock is entitled to one vote per share on all matters to be acted upon at
the meeting and neither the Company’s Amended and Restated Articles of Incorporation, nor its
Amended and Restated Bylaws, allow for cumulative voting rights. The presence, in person or by proxy,
of the holders of a majority of the issued and outstanding shares of Common Stock entitled to vote at the
Annual Meeting is necessary to constitute a quorum to transact business. If a quorum is not present or
represented at the Annual Meeting, a majority of the shares represented at that meeting may adjourn the
Annual Meeting from time to time without notice or other announcement until a quorum is present or
represented.

Assuming the presence of a quorum, the affirmative vote of the holders of a plurality of the shares
of Common Stock voting at the Annual Meeting is required for the election of directors, Assuming the
presence of a quorum, the proposal to approve the Incentive Plan and the proposal to ratify the
appointment of Deloitte & Touche LLP as the Company’s independent registered public accounting firm
shall be approved if the votes cast favoring such proposal exceed the votes cast opposing it.

An automated system administered by the Company’s transfer agent tabulates the votes.
Abstentions and broker non-votes are each included in the determination of the number of shares present
for determining a quorumn. Each proposal is tabulated separately. Votes withheld and broker non-votes
will have no effect with respect to the election of directors. Abstentions and broker non-votes will have
no effect on the outcome of the approval of the Incentive Plan and the ratification of the appointment of
Deloitte & Touche LLP as the Company’s independent registered public accounting firm.




CHANGE IN CONTROL

On November 6, 2006, Panda Ethanol, Inc. (a Delaware corporation), which is referred to in this
proxy statement as Panda Ethanol—Delaware, merged (the “Merger”) with and into Cirracor, Inc., a
Nevada corporation, which is referred to as Cirracor. The surviving Nevada corporation after the Merger
changed its name to “Panda Ethanol, Inc.” In this proxy statement, “Panda Ethanol” refers to Panda
Ethanol, Inc., the surviving company, and its subsidiaries, unless otherwise stated or the context otherwise
requires.

The Merger was consummated pursuant to a Merger Agreement dated May 18, 2006. Pursuant to
the Merger, each outstanding share of common stock of Panda Ethanol—Delaware was converted into the
right to receive one share of Cirracor common stock with a total of 28,800,000 shares of Cirracor
common stock issued for 28,800,000 shares of Panda Ethanol—Delaware common stock. Immediately
upon consummation of the Merger, the stockholders of Cirracor prior to the Merger owned 4.0% of the
issued and outstanding common stock of the surviving corporation. The former stockholders of Panda
Ethanol—Delaware owned 96.0% of the issued and outstanding common stock of the surviving
corporation and Panda Energy, Panda Ethanol—Delaware’s founder and largest stockholder, owned
46.1% of the issued and outstanding common stock of the surviving corporation.

By resolution on November 5, 2006, the Board of Directors increased the size of the Board and
Robert W. Carter, Todd W. Carter, G. Michael Boswell, Donnell Brown and Stanford C. Stoddard were
appointed as the members of the Board of Directors effective upon the consummation of the Merger. Mr.
Stoddard has since resigned and was replaced by Mr. Philip English on February 28, 2007. Other than as
set forth above, there are no arrangements or understandings among members of both the former and new
control groups and their associates with respect to election of directors.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
Security Ownership of Certain Beneficial Owners
The Company’s only outstanding class of equity securities is its common stock, par value $0.001
per share (the “Common Stock™). The following table sets forth information regarding the beneficial

ownership of our Common Stock as of September 13, 2007, the Record Date, by each person known to us to
own beneficially more than five percent (5%) of our Common Stock as of the Record Date.

Amount and Nature of
Beneficial Percent of
Name and Address of Beneficial Owner Ownership(1) Class(2)
Panda Energy International, Inc.
4100 Spring Valley, Suite 1001 14,217,341 45.8%
Dallas, TX 75244
GLG Partners LP
1 Curzon Street o
London W1J SHB 5,019,947(3) . 16.2%
England
Seneca Capital LP
590 Madison Avenue, 28th Floor 2,247,399(4) 7.2%
New York, NY 10022
FrontPoint Energy Horizons Fund GP, LLC 1,831,214(5) 5.9%




2 Greenwich Plaza
Greenwich, CT 06830

(1)

@
&)

@
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Beneficial ownership as reported in the above table has been determined in accordance with Rule 13d-3 under the
Securities Exchange Act of 1934, as amended (the “Exchange Act”). Beneficial ownership information is based on
the most recent Form 3, 4 and 5 and 13D and 13G filings with the Securities and Exchange Commission (the “SEC”)
and reports made directly to the Company. The number of shares shown as beneficially owned includes shares of
Common Stock subject to stock options exercisable within 60 days after September 13, 2007. Except as indicated by
footnote, and subject to community property laws where applicable, the persons named in the table above have sole
voting and investment power with respect to all shares of Common Stock shown as beneficially owned by them.

The percentages indicated are based on 31,066,659 shares of Common Stock outstanding on September 13, 2007.

Includes 1,670,289 shares held by GLG North American Opportunity Fund, 1,002,173 shares held by GLG Global
Utilities Fund, 2,338,405 shares held by GLG European Long-Short Fund and 9,080 shares indirectly owned by
GLG Partners LP on behalf of certain managed accounts, which are managed by GLG Partners LP. GLG Partners
LP, an English limited partnership, acts as the investment manager of certain funds and managed accounts and may
be deemed, as of the date hereof, to be the beneficial owner of the sccurities held by such funds and managed
accounts. GLG Partners Limited, an English limited company, is the general partner of GLG Partners LP. Noam
Gottesman, Pierre Lagrange and Emmanuel Roman are each a managing director of GLG Partners Limited. GLG
Partners LP, GLG Partners Limited, Noam Gottesman, Pierre Lagrange and Emmanuel Roman do not hold directly
any of our securities or derivative securities with respect thereto, and disclaim any beneficial ownership of any of
such securities reported or excluded herein, except for their pecuniary interest thetein.

Includes 1,415,029 shares held by Sencca Capital International Subsidiary Corp 111, 827,606 shares held by Seneca
Capital LP and 4,764 shares held by Seneca Capital LP II. Doug Hirsch is the managing member of the general
partner of Seneca Capital LP and Seneca Capital LP 1I. Mr. Hirsch is also the sole director of Seneca Capital
International Subsidiary Corp 111 and is the managing member of the general partner of the investment manager to
Seneca Capital International Subsidiary Corp III's sole shareholder. As such, Mr. Hirsch has investment and voting
power for the securities owned by each of Seneca Capital LP, Seneca Capital LP 11 and Seneca Capital International
Subsidiary Corp [IL. Mr. Hirsch disclaims beneficial ownership of these securities except to the extent of his
pecuniary interest therein.

Includes 915,607 shares held by FrontPoint Utility and Energy Fund, L.F. and 915,607 shares held by FrontPoint
Energy Horizons Fund, L.P. FrontPoint Energy Horizons Fund GP, LLC is the general parmer of FrontPeint Energy
Horizons Fund, L.P. FrontPoint Utility and Energy Fund GP, LLC is the general partner of FrontPoint Utility and
Energy Fund, L.P. FrontPoint Partners LLC is the managing member of FrontPoint Energy Horizons Fund GP, LLC
and FrontPoint Utility and Energy Fund GP, LLC and as such has voting and dispositive power over these securities.
FrontPoint Partners LLC is an indirect wholly-owned subsidiary of Morgan Stanley.

Security Ownership of Management

The following table sets forth information regarding the beneficial ownership of our Common Stock

as of September 13, 2007, the Record Date, by (i) each of our named executive officers; (ii) each of our
directors; and (iii) all of our present executive officers and directors as a group.

Amount and Nature of

Name of Beneficial Owner Beneficial Ownership Percent of Class

Robert W. Carter (1)

Todd W. Carter

L. Stephen Rizzieri

Michael Trentel
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Darol Lindloff

Robert K. Simmons

G. Michael Boswell

Donnell Brown

Philip D. English

Reed Fisher

=== =

All directors and executive officers as a group (7 persons)

(D)

W W ¥ | W[ ¥] *

* Less than 1%

n Robert W, Carter is Chairman of the Board, Chief Executive Officer and owner of 38% of the outstanding shares of
Panda Energy, which owns 14,217,341 shares of our Common Stock. Mr. Carter does not have or share voting or
investment power over these shares held by Panda Energy.




ELECTION OF DIRECTORS
{Proposal 1)

The Board of Directors currently consists of five members. The persons whose names are listed
below (“Director Nominees”) have been nominated for election as directors by the Board of Directors to
serve for a term of office to expire at the Annual Meeting of Stockholders in 2008, with each to hold
office until his successor has been duly elected and qualified. To be elected as a director, each Director
Nominee must receive a plurality of the votes cast at the Annual Meeting for the election of directors.
Should any Director Nominee become unable or unwilling to accept nomination or election, the proxy
holders may vote the proxies for the election, in his or her stead, of any other person the Board of
Directors may nominate or designate. Each Director Nominee has expressed his intention to serve the
entire term for which election is sought.

Directors and Nominees

The following table and text set forth the name, age and positions of each Director Nominee and
director:

Name Age Position
Robert W, Carter......oovvveiiiiniiinnsvemenee 2o 69 Chairman
Todd W. Carter . uuuveeiicieeeiin rrvereeeeeeeiscennes 35 Director
G. Michael Boswell.....ocooveeeeceieciiiiee et v 67 Director
Donnell Brown. ..o e 38 Director
Philip D. English....cocoininiiiii s 59  Director

The Director Nominees for election to the Board of Directors at the Annual Meeting are as
follows:

Robert W. Carter. Mr. Robert Carter has served as chairman of the Company’s Board of
Directors since November 6, 2006. Mr. Robert Carter founded Panda Energy in 1982 where he has served
and continues to serve as Chairman of the Board and Chief Executive Officer since January 1995. Mr.
Robert Carter is also President of Robert Carter Qil & Gas, Inc., which he founded in 1980. From 1978 to
1980, Mr. Robert Carter was Vice President of oil and gas leasc sales for Reserve Energy Corporation.
From 1974 to 1978, he served as a marketing consultant to Forward Products, Inc. and was the Executive
Vice President of Blasco Industries from 1970 to 1974.

Todd W. Carter. Mr. Todd Carter has served as a member of the Company’s Board of Directors
since November 6, 2006. Mr. Todd Carter has served as President of Panda Energy since September 1,
2007. Mr. Todd Carter also served as Chief Executive Officer and President from November 6, 2006 to
September 1, 2007 and held the same offices at Panda Ethanol—Delaware from October 1, 2006 to
November 6, 2006. Mr. Todd Carter was employed at Panda Energy from 1989 to September 2006 and
served in several roles. From December 2004 to September 2006, Mr. Todd Carter served as President of
Panda Development Corporation, a division of Panda Energy, responsible for all greenfield development
ethanol projects. In 2000, Mr. Todd Carter was named President of Panda Energy with duties for the
overall company. Prior to that he held the role of Senior Vice President of Corporate Finance. From 1994
to 1998, Mr. Todd Carter served as President of Pan—Oak Corporation, a wholly-owned subsidiary of
Panda Energy. There, Mr. Todd Carter oversaw oil and gas exploration, acquisition and prospect
development. A graduate of The University of Texas at Austin, he holds a B.A. in Economics.




G. Michael Boswell. Mr. Boswell has served as a member of the Company’s Board of Directors
since November 2006. Mr. Boswell is a principal of TBP Investments Management, LLC, a firm that
provides investment advisory services focused on energy-related commodity futures and equities, naturat
gas fueled vehicles and development of water resources for municipal and industry use. Prior to this, Mr.
Boswell was a principal and owner of Fish Traders of Texas, LP, a large aquaculture/fish raising
marketing enterprise from 1993 to 1998. Mr. Boswell began his career as a lawyer with a Dallas law firm
and then was employed by two New York Stock Exchange, or NYSE, member firms, serving as Senior
Vice President and General Counsel of du Pont Glore Forgan from 1972 to 1974 and Executive Vice
President, Director and Chief Operating Officer of Great Western United Corporation from 1974 10 1977.
From 1977 to 1979, Mr. Boswell was the Chairman of a London-based commeodity merchant firm. From
1976 through 1993, he was chairman and chief executive officer of Sunshine Mining Company (a NY SE-
traded company). Mr. Boswell was formerly a member of the New York Coffee and Sugar Exchange. Mr.
Boswell received his Juris Doctor and a Bachelor of Business Administration from Southern Methodist
University and has an associate degree from Marion Military Institute.

Donnell Brown. Mr. Brown has served as a member of the Company’s Board of Directors since
November 2006. Mr. Brown and his family own and manage the R.A. Brown Ranch in Throckmorton,
Texas, a family business since 1895. Mr. Brown has served on the Long Range Strategic Planning
Committees for the National Cattleman’s Beef Association, as well as three different cattle breed
associations. He currently serves on the Board of Directors of the Texas Red Angus Association and on
committees for the Texas and southwestern Cattle Raisers Association as well as the Texas Farm Bureau
who named him the Outstanding Young Farmer/Rancher of Texas in 2003. Mr. Brown is a graduate of
Texas Tech University with a degree in Agriculture Business.

Philip D. English. Mr. English has served as a member of the Company’s Board of Directors
since February 28, 2007. Mr. English has served as President, Chief Executive Officer and Director of
Broventure Company, Inc. since 1987, Broventure is a diversified investment company involved in
venture capital, ranching, real estate, timber and oil and gas exploration. Mr. English has also served as
President, Chief Executive Officer and Director of Broseco Land and Cattle Company, Inc. since 1999,
Mr. English has previously served on the boards of various venture backed companies and a family of
mutual funds operated by United Asset Management Corporation from 1986 to 2002, Mr. English holds a
Bachelor of Science in psychology and a Master of Business Administration from Southern Methodist
University.

Unless otherwise directed in the enclosed proxy, it is the intention of the persons named in such
proxy to nominate and to vote the shares represented by such proxy for the election of the Director
Nominees for the office of director of the Company. Each of the Director Nominees is presently a
director of the Company. :

The Board of Directors does not contemplate that any of the above-named Director Nominees
will refuse or be unable to accept election as a director of the Company, or be unable to serve as a director
of the Company. Should any of them become unavailable for nomination or ¢lection or refuse to be
nominated or to accept election as a director of the Company, then the persons named in the enclosed
form of proxy intend to vote the shares represented in such proxy for the election of such other person or
persons as may be nominated or designated by the Board of Directors.

Mr. Robert Carter is the father of Mr. Todd Carter. There are no other family relationships
between any of the Company’s directors, nominees for director or executive officers. To the Company’s
knowledge, there have been no material legal proceedings as described in Item 401(f) of Regulation S-K
during the last five years that are material to an evaluation of the ability or integrity of any of the
Company’s directors, persons nominated to become directors or executive officers.




THE BOARD OF DIRECTORS RECOMMENDS THAT
STOCKHOLDERS VOTE FOR EACH DIRECTOR NOMINEE
FOR THE BOARD OF DIRECTORS.

Board Committees and Meetings

The Board of Directors has established three standing committees: the Audit Committee, the
Compensation Committee and the Nominating and Corporate Governance Committee. Messrs. Boswell,
English and Brown serve on the Audit Committee, Compensation Committee and the Nominating and
Corporate Governance Committee. Mr. Boswell is Chairman of the Audit Committee, Mr. English is
Chairman of the Compensation Committee and Mr. Brown is Chairman of the Nominating and Corporate
Governance Committee.

Audit Committee. The purpose of the Audit Committee is to oversee the accounting and financial
reporting processes of the Company and the audits of the Company’s financial statements and assist the
Board of Directors in monitoring (a) the integrity of the financial statements of the Company; (b) the
independent auditor’s qualifications and independence; (c) the performance of the Company’s internal
audit function and independent auditors; and (d) the compliance by the Company with legal and
regulatory requirements. Deloitte & Touche LLP, the Company’s independent registered public
accounting firm, reports directly to the Audit Committee. The Audit Committee, consistent with the
Sarbanes-Oxley Act of 2002 and the rules adopted thereunder, meets with management and the
Company’s independent registered public accounting firm prior to the filing of officers’ certifications
with the SEC to receive information concerning, among other things, significant deficiencies in the design
or operation of internal controls over financial reporting. The Audit Committee was formed on November
8, 2006 and held two meetings during the fiscal year ended December 31, 2006.

All members of the Audit Committee have been determined to be financially literate and to meet
the appropriate Nasdaq and SEC standards for independence. See “Director Independence.” The Audit
Committee includes one independent director, Mr. Boswell, who meets the qualifications of an “audit
committee financial expert” in accordance with SEC rules. The Audit Committee operates under a formal
charter adopted by the Board of Directors that governs its duties and conduct. Copies of the charter can
be obtained free of charge from the Company’s web site, www pandaethanol.com, or by contacting the
Company at the address appearing on the first page of this proxy statement to the attention of Investor
Relations, or by telephone at (972) 361-1200.

Compensation Committee. The purpose of the Compensation Committee is to discharge the
Board’s responsibilities relating to compensation of the Company’s executives, to review and discuss
with management the Company’s annual Compensation Discussion and Analysis and to produce an
annual Compensation Committee Report for inclusion in the Company’s proxy statement or annual report
on Form 10-K, and to oversee and advise the Board on the adoption of policies that govern the
Company’s compensation programs, including stock and benefit plans. The Compensation Committee
was formed on November 8, 2006 and held two meetings during the fiscal year ended December 31,
2006. The Compensation Committee’s role includes periodically reviewing the compensation paid to
non-employee directors, and making recommendations to the Board for any adjustments. The
Compensation Committee may, in its discretion, delegate all or a portion of its duties and responsibilities
to a subcommittee of the Compensation Committee or to one or more designated members of the
Compensation Committee.




All members of the Compensation Committee have been determined to meet the appropriate
Nasdaq standards for independence. See “Director Independence.” Further, each member of the
Compensation Committee is a “Non-Employee Director” as defined in Rule 16b-3 under the Securities
Exchange Act of 1934 and an “outside director” as defined for purposes of 162(m) of the Internal
Revenue Code of 1986, as amended. Copies of the Compensation Committee Charter can be obtained
free of charge from the Company’s web site, www.pandaethanol.com, or by contacting the Company at
the address appearing on the first page of this proxy statement to the attention of Investor Relations, or by
telephone at (972) 361-1200.

Nominating and Corporate Governance Committee. The purpose of the Nominating and
Corporate Governance Committee is to identify and select or recommend the slate of director nominees
for election to the Board, to identify and recommend candidates to fill vacancies occurring between
annual stockholder meetings, to review, evaluate and recommend changes to the Company’s corporate
governance guidelines, and to review the Company’s policies and programs that relate to matters of
corporate responsibility, including public issues of significance to the Company and its security holders.

The specific responsibilities and functions of the Nominating and Corporate Governance
Committee are delineated in the Nominating and Corporate Governance Committee Charter. Copies of
the charter can be obtained free of charge from the Company’s web site, www.pandaethanol.com, or by
contacting the Company at the address appearing on the first page of this proxy statement to the attention
of Investor Relations, or by telephone at (972) 361-1200.

The Nominating and Corporate Governance Committee was formed on November 8, 2006 and
held one meeting during the fiscal year ended December 31, 2006. All members of the Nominating and
Corporate Governance Committee have been determined to meet the appropriate Nasdaq standards for
independence. See “Director Independence.”

The Board of Directors held two meetings during the fiscal year ended December 31, 2006.
During 2006, each director attended 75% or more of the meetings of the Board of Directors and the
meetings held by all committees of the Board on which such director served. The Company does not
have a Board policy on director attendance at the Company’s Annual Meeting of Stockholders. The
Company did not hold an Annual Meeting of Stockholders in 2006.

Report of the Audit Committee

The following is the report of the Audit Committee with respect to the Company’s audited
financial statements for the fiscal year ended December 31, 2006, which includes the consolidated
balance sheets of the Company as of December 31, 2006 and December 31, 2005, and the related
consolidated statements of operations, sharcholders’ equity and cash flows for the period from November
1, 2004 (date of inception) to December 31, 2004, the year ended December 31, 2006, and the period
from inception through December 31, 2006, and the notes thereto. The information contained in this
report shall not be deemed to be “soliciting material” or to be “filed with the SEC” or subject to the
liabilities of Section 18 of the Exchange Act nor shall such information be incorporated by reference into
any future filing under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as
amended, except to the extent that the Company specifically incorporates it by reference in such filing.

Review and Discussions with Management.

The Audit Committee has reviewed and discussed the Company’s audited financial statements
with management.
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Review and Discussions with Independent Registered Public Accounting Firm.

Pursuant to the terms of the Audit Committee’s charter, the Audit Committee meets as often as it
determines, but no less than once per quarter. The Audit Committee has reviewed and discussed the
audited financial statements with management. In addition, the Audit Committee has discussed with
Deloitte & Touche LLP the matters required to be discussed by Statement on Auditing Standards (No.
61), as amended, “Communication with Audit Committees™ that includes, among other items, matters
related to the conduct and the results of the audit of the Company’s financial statements.

The Audit Committee has also received written disclosures and the letter from Deloitte & Touche
LLP required by Independent Standards Board Standard No. 1 (that relates to the independent registered
public accounting firm’s independence from the Company and its related entities) and has discussed with
Deloitte & Touche LLP their independence from the Company. The Audit Committee has also reviewed
and discussed the selection, application and disclosure of the critical accountmg policies of the Company
with Deloitte & Touche LLP.

Based on the review and discussions referred to above, the Audit Committee recommended to the
Company’s Board of Directors that the Company’s audited financial statements be included in the
Company’s Annual Report on Amendment No. 2 to Form 10-K/A for the fiscal year ended December 31,
2006.

AUDIT COMMITTEE

G. Michael Boswell, Chairman
Donnell Brown
Philip D. English

Corporate Governance
Director Independence

The standards relied upon by the Board of Directors in affirmatively determining whether a
director is “independent” are those set forth in the NASDAQ Marketplace Rules, which generally provide
that: (a) a director who is an employee, or whose immediate family member (defined as a spouse, parent,
child, sibling, father- and mother-in-law, son- and daughter-in-law and anyone, other than a domestic
employee, sharing the director’s home) is an executive officer of the Company, would not be independent
for a period of three years after termination of such relationship; (b) a director who receives, or whose
immediate family member receives, payments of more than $100,000 during any peried of twelve
consecutive months from the Company, except for certain permitted payments, would not be independent
for a period of three years after ceasing to receive such amount; (c) a director who is or who has an
immediate family member who is, a current partner of the Company’s outside auditor or who was, or who
has an immediate family member who was, a partner or employee of the Company’s outside auditor who
worked on the Company’s audit at any time during any of the past three years would not be independent
until a period of three years after the termination of such relationship; (d) a director who is, or whose
immediate family member is, employed as an executive officer of another company where any of the
Company’s present executive officers serve on the other company’s compensation committee would not
be independent for a period of three years after the end of such relationship; and (¢} a director who is, or
who has an immediate family member who is, a partner in, or a controlling shareholder or an executive
officer of any organization that makes payments to, or receives payments from, the Company for property
or services in an amount that, in any single fiscal year, exceeds the greater of $200,000, or 5% of such
other company’s consolidated gross revenues, would not be independent until a period of three years after
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falling below such threshold. The Board of Directors also makes an affirmative determination that each
potential independent director does not have any relationship which, in the Board’s opinion, would
interfere with the exercise of independent judgment in carrying out the responsibilities of a director.

The Board of Directors, in applying the above-referenced standards, has affirmatively determined
that G. Michael Boswell, Donnell Brown and Philip D. English are “independent.” As part of the Board’s
process in making such determination, each such director provided written assurances that (a) all of the
above-cited objective criteria for independence are satisfied and (b) he has no other “material
relationship” with the Company that could interfere with his ability to exercise independent judgment.

Director Nomination Policy

The Company has a standing Nominating and Corporate Governance Committee consisting
entirely of independent directors. Each Director Nominee was recommended to the Board by the
Nominating and Corporate Governance Committee for selection.

The Nominating and Corporate Governance Committee will consider all proposed nominees
for the Board of Directors, including those put forward by stockholders. Stockholder nominations should
be addressed to the Nominating and Corporate Governance Committee in care of Richard Cuccia,
Associate General Counsel and Corporate Secretary, at the address appearing on the first page of this
proxy statement. In making its recommendations to the Board, the Nominating and Corporate
Governance Committee considers all factors it considers appropriate, which may include judgment, skill,
diversity, experience with businesses and other organizations of comparable size, the interplay of the
candidate’s experience with the experience of other Board members, and the extent to which the
candidate would be a desirable addition to the-Board and any committees of the Board.

Codes of Business Conduct and Ethics

The Company has adopted a Code of Business Conduct and Ethics that applies to directors,
officers, including the chief executive officer, chief financial officer and chief accounting officer, and
other employees of the Company and its subsidiaries. Violations of the code may be reported to the Audit
Committee. Copies of the code can be obtained free of charge from the Company’s web site,
www.pandaethanol.com, or by contacting the Company at the address appearing on the first page of this
Proxy Statement to the attention of Investor Relations, or by telephone at (972) 361-1200. The Company
intends to post any amendments to, or waivers from, its Code of Business Conduct and Ethics on its web
site at www.pandaethanol.com.

Communication with the Board of Directors

A stockholder who wishes to communicate with the Board of Directors, or specific individual
directors, including the non-management directors as a group, may do so by directing a written request
addressed to such director or directors in care of Richard Cuccia, Associate General Counsel and
Corporate Secretary, at the address appearing on the first page of this proxy statement. The Company’s
Secretary shall forward all sharecholder communications, other than communications that are not properly
directed or are frivolous, to the director, specific committee, non-management director or directors, or the
entire Board, as requested in the communications. )
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Executive Officers

The name, age, current position with the Company, and principal occupation during the last five
years of each of our current executive officers is set forth in the following table and text:

Name Age Paosition
Darol Lindloff......c.ocoiiviiicen s s 69 Chief Executive Officer and President
Franklin Byrd.......c.cooovvivininnninnens 42 Chief Financial Officer and Treasurer

Darol Lindloff- Mr. Lindloff has served as the Company’s Chief Executive Officer since
September 1, 2007. Mr. Lindioff also served as the Company’s Chief Operating Officer from November
6, 2006 to September 1, 2007 and held the same office at Panda Ethanol-—Delaware from October 1,
2006 to November 6, 2006. Mr. Lindloff was employed at Panda Energy from 1989 to September 2006.
He served as Chief Operating Officer since January 2005. Prior to serving as Chief Operating Officer, he
was Senior Vice President, responsible for engineering, construction, operations and asset management.
Mr. Lindloff served as President of Panda Energy from 1997 to 2000. Prior to 1997, he served the
company as a Vice President in the capacities of Business Development, Technical Director and Project
Development. Before joining Panda Energy, Mr. Lindloff was a Regional Director for Southwest
Research Institute and prior to that, he was involved in the development of power and stearn generating
projects for Hawker Siddeley Power Engineering and for Central and Southwest Corporation. Mr.
Lindloff is a graduate of Southwestern University with a Bachelor of Science Degree in Organic
Chemistry.

Franklin Byrd. Mr, Byrd has served as the Company’s Chief Financial Officer and Treasurer
since September 1, 2007. Mr. Byrd also served as the Company’s Corporate Controller from November
6, 2006 to September 1, 2007 and held the additional post of Vice President from March 2007 to
September 1, 2007. Mr. Byrd served as Corporate Controller at Panda Ethanol—Delaware, the
Company’s predecessor, from October 1, 2006 to November 6, 2006 and at Panda Energy, from April
2001 to November 2006. From March 2000 to April 2001, Mr. Byrd served as Chief Financial Officer
and Board Secretary for Hispanic Television Network, Inc., then a Nasdag-traded company, and from
Qctober 1997 to March 2000, he served as Vice President of Finance and Administration with AMFM
Radio Networks Inc. Mr. Byrd is a certified public accountant. He holds a Master of Business
Administration in Finance from Houston Baptist University and both a Bachelor of Business
Administration in Accounting and a Bachelor of Business Administration in Finance from Texas A&M
University.

The Board of Directors appointed Darol Lindloff to serve as Chief Executive Officer and
President and Franklin Byrd to serve as Chief Financial Officer and Treasurer, effective as of September
1, 2007 in connection with a new organizational plan approved on August 9, 2007. The Board approved
the new organizational plan to enable the Company to streamline costs and focus on the constructton and
subsequent operation of its 115 million gallon-per-year denatured ethanol facility in Hereford, Texas.
Upon the advice of management, it was determined that the following executive officers would resign
effective September 1, 2007: Todd W. Carter, Chief Executive Officer and President; L. Stephen Rizzieri,
Chief Legal Officer, General Counsel and Secretary; Michael Trentel, Chief Financial Officer and
Treasurer; Ralph Killian, Senior Vice President—Development; and Robert K. Simmons, Senior Vice
President—Finance. Mr. Carter continues to serve as a member of the Company’s Board. Additional
development and administrative employees also left the Company, effective September 1, 2007, in
connection with the organizational plan. These departing officers and employees have been offered
employment by Panda Energy, and they will be available to provide services to the Company under the
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terms of a services arrangement to be entered into by the Company and Panda Energy, or their
subsidiaries.

Although the Company’s operating expenses will be significantly reduced under the new
organizational plan, management anticipates that the Company will need to secure additional financing in
the range of $1 million to $5 million to finance working capital requirements until the Company begins to
receive cash distributions from the Hereford facility. The Company is currently seeking such additional
financing. Management believes, but can offer no assurance, that such financing can be obtained.

DIRECTOR COMPENSATION TABLE

The following table provides information regarding director compensation during the fiscal year
ended 2006.

Fees Earned or

Paid in Cash  Option Awards Total

Name & (%) (%
Robert W. Carter 79500 = 79500 ]
Todd W. Carter __49s00_ 0 — 49500 |
G. Michael Boswell 66000 — 66,000 ]
Donnell Brown [ 60,000 — 60,000 ]
Philip D. English(2) ] _ _ — ]

1 Includes retainer fees and fees earned for attendance of Board meetings and committee meetings.

) Philip D. English was appointed to the Board of Directors on February 28, 2007,

Director Compensation

Cash Compensation. The Company’s current compensation policy for directors is summarized as
follows. The Chairman receives an annual retainer of $75,000 and all other directors receive an annual
retainer of $45,000. All directors, including the Chairman, receive $2,500 for each Board meeting
attended in person and $2,000 for each Board meeting attended by telephone. The chairman of the Audit
Commitiee receives an annual retainer of $12,000. The chairman of each other commitiee receives an
annual retainer of $6,000. If a director is the chairman of more than one committee, he or she would
receive a retainer for each such committee. All committee members, including the chairman, receive
$1,500 for each committee meeting attended, whether in person or by telephone. In addition, Board
members are reimbursed for reasonable travel expenses incurred in connection with their attendance at a
Board or committee meeting. Effective September 1, 2007, annual retainer fees and compensation for all
directors were reduced by one-third.
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COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and discussed the Compensation Discussion and
Analysis with the members of management of the Company and, based on such review and discussions,
the Compensation Committee recommended to the Board of Directors that the Compensation Discussion
and Analysis be included in the Company’s proxy statement.

COMPENSATION COMMITTEE

Philip D. English, Chairman
G. Michael Boswell
Donnell Brown

Compensation Committee Interlocks and Insider Participation

During the fiscal year ended December 31, 2006, the Compensation Committee was comprised of
Messrs. Boswell and Brown,

No member of the Compensation Committee is or has been an officer or employee of the
Company or any of its subsidiaries or had any relationship requiring disclosure pursuant to Item 404 of
Regulation S-K during the fiscal year ended December 31, 2006. No executive officer of the Company
served as a member of the compensation committee (or other board committee performing similar
functions or, in the absence of any such committee, the entire board of directors) of another entity, one of
whose executive officers served on the Compensation Committee. No executive officer of the Company
served as a director of another entity, one of whose executive officers served on the Compensation
Committee. No executive officer of the Company served as a member of the compensation committee (or
other board committee performing equivalent functions or, in the absence of any such committee, the
entire board of directors) of another entity, one of whose executive officers served as a director of the
Company.

COMPENSATION DISCUSSION AND ANALYSIS
Overview

The following Compensation Discussion and Analysis describes the material elements of
compensation for our executive officers identified in the Summary Compensation Table, whom we refer
to as the Named Executive Officers.

Prior to the Merger of Panda Ethanol—Delaware with and into our company on November 6,
2006, our sole employee, Mr. Reed Fisher, President and Secretary, received no compensation. After the
Merger, all of the members of management of Panda Ethanol—Delaware became members of our
management. Because the Merger fell so late in the year, for the remaining two months of the 2006 fiscal
year, we generally kept in place the salary and bonus compensation structure that was previously in place
at Panda Ethanol—Delaware and, prior to that, at Panda Energy, for such employees. Both Panda
Ethanol—Delaware and Panda Energy were private companies. Accordingly, the discussion of our fiscal
2006 compensation contained in this Compensation Discussion and Analysis is brief. The Compensation
Committee plans to review all of our compensation arrangements for fiscal 2007 and this Compensation
Discussion and Analysis also includes some general concepts related to our planned practices and
procedures with respect to compensation.
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Compensation Philosophy and Objectives

The Compensation Committee is responsible for reviewing the competitiveness of our executive
compensation programs to ensure (a) the attraction and retention of corporate officers, (b) the motivation
of corporate officers to achieve our business objectives, and (c) the alignment of the interests of key
leadership with the short-term and long-term interests of our stockholders. The Compensation Committee
also has responsibility for establishing, implementing and continually monitoring adherence with our
compensation philosophy, and ensuring that the total compensation paid to our executive officers,
including the Named Executive Officers, is fair and reasonable. Generally, the types of compensation and
benefits provided to the Named Executive Officers are similar to those provided to other executive
officers.

The day-to-day design and administration of savings, health, welfare and paid time-off plans and
policies applicable to salaried employees in general are handled by our Human Resources department.
The Compensation Committee (or Board of Directors) remains responsible for certain fundamental
changes outside the day-to-day requirements necessary to maintain these plans and policies.

The Compensation Committee will base its compensation programs on the following objectives:

¢ Compensation should be based on the level of job responsibility, individual performance,
and company performance. As employees progress to higher levels in the organization, an
increasing proportion of their pay should be linked to company performance and shareholder
returns, because they are more able to affect the company’s results.

e Compensation should reflect the value of the job in the marketplace. To attract and retain a
highly skilled work force, we must remain competitive with the pay of other premier
employers who compete with us for talent.

* Compensation and benefit programs should be egalitarian, While the programs and
individual pay levels will always reflect differences in job responsibilities, geographies, and
marketplace considerations, the overall structure of compensation and benefit programs
should be broadly similar across the organization. Perquisites for executives should be rare
and limited to those that are important to the executive’s ability to safely and effectively
carry out his or her responsibilities.

Role of the Chairman and Executive Officers in Compensation Decisions

For fiscal 2007, the Compensation Committee plans to make all compensation decisions for the
executive officers, including the Named Executive Officers and to approve all equity awards, if any, to
our executive officers. It is anticipated that the Chairman will participate in the annual review of the
compensation and performance of the executive officers, including the Named Executive Officers, and
the President will participate in the annual review for all executive officers, other than himself. For fiscal
2006, the Chairman set the original salaries at Panda Ethanol—Delaware and determined the amount of
the 2006 cash bonus in accordance with past practices.

Setting Executive Compensation
Prior to the Merger on November 6, 2006, the sole employee of Cirracor, Mr. Reed Fisher,

President and Secretary, received no-.compensation. For November and December of 2006, we generally
kept in place the overall compensation structure that was set by Panda Ethanol—Delaware and Panda
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Energy earlier in the year for our executives. This was mainly due to the facts that the Merger occurred
very late in the year and all of the members of our current management were former employees of Panda
Ethanol—Delaware and, prior to that, Panda Energy. We concluded that the most efficient and logical
course of action was to essentially carry-over the prior compensation structure at Panda Ethanol—
Delaware and Panda Energy for the remainder of fiscal 2006. The cash bonuses paid by us to our
executive officers covered the full 2006 fiscal year and were based on a full year’s employment and base
salary in effect at the end of the year. At Panda Ethanol—Delaware and Panda Energy, the Chairman set
the base salary and cash bonus amounts in accordance with past practices. This overall compensation was
at a level that the Chairman, Panda Ethanol—Delaware and Panda Energy believed to be competitive with
their peer companies.

The Compensation Committee plans to review all of our compensation arrangements for fiscal
2007. Based on the compensation philosophy and objectives described above, the Compensation
Committee plans to structure our annual and incentive-based executive compensation to motivate
executives to achieve the business goals set by us and reward the executives for achieving such goals. We
currently do not have any non-cash component of our compensation, although such non-cash
compensation may be incorporated into our structure in the future,

Components of Executive Compensation
The components of the total compensation paid to the executives include the following:
s Base salary
e Cash incentive bonus
Base salary

Base salary is the guaranteed element of executive’s annual cash compensation. The value of base
salary reflects the executive’s long-term performance, skill set and the market value of that skill set. The
Compensation Committee plans to review our base salary arrangements as a part of its overall review of
our compensation practices.

Cash incentive bonus

The Chairman set our fiscal 2006 bonus in accordance with past practices at Panda Ethanol —
Delaware and Panda Energy. The payout of this bonus was intended to cover the full 2006 fiscal year and
occurred in December 2006, which is consistent with the timing of prior bonus payments. Each executive
was paid a bonus equal to approximately 8.3% of his base salary in effect at the end of the year, the same
percentage paid to all other employees of Panda Ethanol who were employed by Panda Ethanol—
Delaware and Panda Energy for the full year. The determination was made after consideration of the cash
flow position of the Company and the anticipated timing of future project finance closings.

To date, we have granted only cash incentive compensation. There is no current pre-established
policy or target for the atlocation between either cash and non-cash or short-term and long-term incentive
compensation. The Compensation Committee plans to review our incentive compensation arrangements
to determine the appropriate level and mix of incentive compensation as a part of its overall review of our
compensation practices.
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The Compensation Committee’s full responsibilities with respect to our compensation practices
are set forth in its charter and described in more detail above under “Board Committees and Meetings —
Compensation Committee.”

COMPENSATION OF EXECUTIVE OFFICERS

The total compensation paid for the 2006 fiscal year to Mr. Todd W. Carter, who served as our
Chief Executive Officer during the 2006 fiscal year, Mr. Michael Trentel, who served as our Chief
Financial Officer during the 2006 fiscal year, and the other three most highiy paid executive officers who
received cash compensation in excess of $100,000 for the fiscal year ended December 31, 2006,
collectively referred to as the “Named Executive Officers,” is set forth below in the following Summary
Compensation Table. For fiscal year 2006, we incorporated compensation received by the Named
Executive Officers from Panda Ethanol—Delaware and Panda Energy to determine the status of such
persons as Named Executive Officers. Otherwise, none of such persons would have exceeded the
$100,000 threshold. Compensation information is also provided for Mr. Reed Fisher, who served as
President and Secretary of Cirracor prior to the Merger on November 6, 2006.

2006 FISCAL YEAR SUMMARY COMPENSATION TABLE

Change in
Pension
Value and
Nonqualified
Non-Equity Deferred
Stock  Option  Incentive Plan. Compensation  All Other

Name and Principal Awards Awards Compensation Earnings  Compensation Total
Position Year Salarv (§) Bonus ($}(1) ($) ($) [£3] ($) $) {$)
Todd W. Carter 2006 69,396 (2) 34,689 — — — — 600 (3) 104,685
Chief Executive

Officer

Robert K. 2006 66,242 (4) 3,121 — — — — — 99,363
Simmons

Senior Vice
President- Finance

L. Stephen Rizzieri 2006 52,273 (%) 26,136 — — -— — - 78,409

Chief Legal
Officer and
General Counsel

Michael A. Trentel 2006 39,375 (6) 19,688 — — —{7 — — 59,063

Chigf Financial
Officer and
Treasurer

Darol S. Lindloff 2006 48,125 (8) 24,063 — — — — 380 (9) 72,568

Chief Operating
Officer

Reed Fisher 2006 — — — — — — — Q0 —
President and
Secretary of
Cirracor
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Bonus amounts covered the full 2006 fiscal year and were based on a full year’s
employment and salary.

Represents amounts paid since the Merger on November 6, 2006. Does not include
$34,689 paid by Panda Ethanol—Delaware to Mr. Carter from October 1, 2006 to
November 6, 2006 and $299,065 paid by Panda Energy to Mr. Carter from January 1,
2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Carter for fiscal 2006 equals $403,150.

Represents a $300 per month car allowance paid by us. Does not include $300 paid by
Panda Ethanol—Delaware to Mr. Carter from October 1, 2006 to November 6, 2006 and
$2,700 paid by Panda Energy to Mr. Carter from January 1, 2006 to September 30, 2006.
Does not include any amounts for personal use by Mr. Carter on two occasions, one in
January 2006 and one in April 2006, of an aircraft owned by a subsidiary of Panda
Energy as any amounts related to such use were paid in full by Panda Energy and were
not reimbursed by us or Panda Ethanol—Delaware. Does not include $49,500 of
compensation paid by us to Mr. Carter in connection with his service as a director. See
“—Compensation of Directors.” Also does not include $36,500 of compensation paid by
Panda Energy to Mr. Carter in fiscal 2006 in connection with his service as a director.

Represents amounts paid since the Merger on November 6, 2006. Does not include
$33,121 paid by Panda Ethanol—Delaware to Mr. Simmons from October 1, 2006 to
November 6, 2006 and $285,471 paid by Panda Energy to Mr. Simmons from January 1,
2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol--Delaware and Panda Energy to Mr. Simmons for fiscal 2006 equals $384,834.

Represents amounts paid since the Merger on November 6, 2006. Does not include
$26,136 paid by Panda Ethanol—Delaware to Mr. Rizzieri from October 1, 2006 to
November 6, 2006 and $225,270 paid by Panda Energy to Mr. Rizzieri from January 1,
2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Rizzieri for fiscal 2006 equals $303,679.

Represents amounis paid since the Merger on November 6, 2006. Does not include
$19,688 paid by Panda Ethanol—Delaware to Mr. Trentel from October 1, 2006 to
November 6, 2006 and $169,688 paid by Panda Energy to Mr. Trentel from January 1,
2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Trentel for fiscal 2006 equals $228,751.

Does not include amounts related to an option to purchase 25,000 shares of Panda Energy
common stock granted to Mr. Trentel by Panda Energy on August 16, 2006. The option
has an exercise price of $3.00 per share and vests in three equal installments on August
16, 2008, 2009 and 2010. The option will not vest if a termination of employment with
Panda Energy or Panda Ethanol has occurred. The option expires (i) on August 16, 2016,
(11) on the 30th day following termination of Mr. Trentel’s employment with Panda
Energy or Panda Ethanol other than “for cause” and immediately upon a termination *“for
cause,” and (iii) six months following Mr. Trentel’s death or disability. The option was
granted in connection with an agreement entered into on November 14, 2005 between
Panda Energy and Mr. Trentel regarding the acquisition of options to purchase 25,000
shares of Panda Energy common stock upon closing of financing for the Hereford facility
and options to purchase 10,000 shares of Panda Energy common stock upon closing of
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financing for each of the next six ethanol facilities with a capacity of 100 million gallons
or more. All of such options will have an exercise price of $3.00 per share.

8 Represents amounts paid since the Merger on November 6, 2006. Does not include
$24,063 paid by Panda Ethanol—Delaware to Mr. Lindloff from October 1, 2006 to
November 6, 2006 and $207,396 paid by Panda Energy to Mr. Lindloff from January 1,
2006 to September 30, 2006. The aggregate of all payments of salary by us, Panda
Ethanol—Delaware and Panda Energy to Mr. Lindloff for fiscal 2006 equals $279,584.

&) Represents a $190.00 per month car allowance paid by the Company. Does not include
$190 paid by Panda Ethanol—Delaware to Mr. Lindloff from October 1, 2006 to
November 6, 2006 and $1,710 paid by Panda Energy to Mr. Lindloff from January 1,
2006 to September 30, 2006.

(10)  Mr. Fisher received no compensation in fiscal 2006. Does not include a loan in the
amount of $7,666 which we repaid to Mr. Fisher after consummation of the Merger.

We provide only minimum perquisites to executive officers which have been identified in the
footnotes to the Summary Compensation Table above. We prefer to compensate Named Executive
Officers using a mix of salary and cash bonus. We provide Mr. Lindloff with a monthly car allowance.
Prior to September 1, 2007 we also provided Mr. Carter with a monthly car allowance. Perquisites do not
include any amounts related to the provision of covered parking to the above Named Executive Officers
because the covered parking is provided by the building at no incremental cost to us.

On November 1, 2006, Panda Energy granted options to purchase common stock of Panda Energy
to Messrs. Simmons, Trentel and Lindloff. Mr. Simmons’s option is for 100,000 shares, Mr. Lindloff’s
option is for 15,000 shares and Mr. Trentel’s has two options for 5,000 shares each. The options have an
exercise price of $3.00 per share and are fully vested and exercisable. The options expire on (i) the 30"
day following termination of employment of the optien holder with Panda Energy or Panda Ethanol other
than “for cause” and immediately upon a termination “for cause” or (ii) six months following the option
holder’s death or disability. The option granted to Mr. Simmons otherwise expires on July 1, 2011, the
option granted to Mr. Lindloff otherwise expires on March 31, 2009 and Mr. Trentel’s options otherwise
expire on March 31, 2009 and on July 1, 2011. The option amounts, terms and price are the same as
options held by such option holders that expired by their terms upon their employment with Panda Energy
due to such option holder’s change in employment to Panda Ethanol-—Delaware. These options were
issued in recognition of the option holder’s past services as an employee of Panda Energy. We do not
belteve that any of these options represents compensation for serviges rendered to us.

Employment Agreements

We are not a party to any currently effective employment agreement with any of our Named
Executive Officers. We believe that employment agreements are not currently necessary in order to attract
and retain talented personnel. However, due to the ever-changing marketplace in which we vie for talent,
this practice is regularly reviewed by the Compensation Committee to help ensure that we remain
competitive in our industry and the Compensation Committee may determine that such arrangements are
in our best interest in the future.

Post-Termination Compensation

We have not entered into change in control agreements with any of our Named Executive
Officers or other members of the executive management team.
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Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires the Company’s officers and directors, and persons
who own more than 10% of a registered class of the Company’s equity securities (the “10%
Stockholders™), to file reports of ownership and changes of ownership with the SEC. Officers, directors
and 10% Stockholders of the Company are required by SEC regulation to furnish the Company with
copies of all Section 16(a) forms so filed. Based solely on review of copies of such forms received, the
Company believes that, during the last fiscal year, all filing requirements under Section 16(a) applicable
to its officers, directors and 10% Stockholders were timely met.

Certain Relationships and Related Transactions

Panda Energy is our founder and largest stockholder, owning approximately 46% of our outstanding
stock. We have been a party to several agreements with Panda Energy. These agreements are described
below. -

Transition Services Agreement

We were a party to a Transition Services Agreement, effective as of June 7, 2006 and amended
effective as of October 7, 2006 and March 30, 2007, originally executed by Panda Ethanol—Delaware
and Panda Energy Management, LP, or PEM. By virtue of the Merger, we succeeded to the agreements
and obligations of Panda Ethanol—Delaware under the Transition Services Agreement. PEM is a wholly-
owned subsidiary of Panda Energy. As used in this proxy statement, Transition Services Agreement refers
to the Transition Services Agreement, as amended.

The Transition Services Agreement provided for the provision or coordination of certain
administrative services by Panda Ethanol to PEM (i) during a specified time period prior to the Merger
which commenced on October 7, 2006 and ended on the effective date of the Merger, or the Transition
Period, and (ii} following the Merger. Prior to the commencement of the Transition Period, the Transition
Services Agreement provided for the provision or coordination by PEM of certain services to Panda
Ethanol—Delaware.

Services to be Provided. Commencing on October 6, 2006 and following the effective date of the
Merger, we were required to provide PEM with, or coordinate the provision to PEM of, various general
administrative services, including tax, human resources, government reporting, accounting, employee
heath and safety, financial (including cash management and insurance), general corporate, legal,
development and facilities, corporate communications, corporate travel and provision of aircraft, and
certain executive office functions services, and such other services as are relevant or necessary or as PEM
may reasonably request as relevant or necessary. The term of our services to be provided to PEM pursuant
to the Transition Services Agreement ended on June 30, 2007. Prior to the commencement of the
Transition Period, PEM provided certain similar services to Panda Ethanol—Delaware (other than the
executive office functions).

Charges for Services. All charges for services provided by Panda Ethanol—Delaware during the
Transition Period and us following the effective date of the Merger were based on the allocable costs
incurred by Panda Ethanol—Delaware or us, as the case may be, for performing such services (including
an allocable charge for overhead costs) or an allocable portion of the charges paid by Panda
Ethanol-——Delaware or us, as the case may be, to a third party for performing such services. The total
amount paid by PEM to Panda Ethanol was approximately $205,000 for the fourth quarter of 2006. All
amounts owing to Panda Ethanol were invoiced and paid no later than thirty (30) days afier the invoice
date. All amounts were paid in United States dollars in the form of a check or wire transfer.
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Prior to the commencement of the Transition Period, PEM charged Panda Ethanol—Delaware for
similar services. The total amount charged by PEM to Panda Ethanol—Delaware was $1.018 million for
the month of August 2006, $926,000 for the month of September 2006 and $216,000 for the fourth
quarter of 2006. The amount charged by PEM for the fourth quarter of 2006 was substantially less than
the amount charged by PEM for August and September because employees transferred from PEM to
Panda Ethanol—Delaware on October 1, 2006.

Audit Rights. Each of the parties has the right to audit and review any charges or invoices for
services, and to be provided with reasonable access to information of the other party to enable them to
review and audit the other party’s charges.

Limitation on Liability. Neither party has any liability with respect to its furnishing of services to the
other party under the Transition Services Agreement except: (i) on account of its gross negligence or
willful misconduct; (ii) for any punitive damages; or (iii) in excess of the amount of fees paid to it by the
other party.

Indemnification. Each party agrees to indemnify and hold harmless the other party, its employees,
agenlts, officers, directors, stockholders and affiliates from any and all claims, demands, complaints,
liabilities, losses, damages and all costs and expenses (including legal fees), collectively referred to as
damages, arising from or relating to the use of any service provided under the Transition Services
Agreement or any person using such service (including but not limited to damages for injury or death to
persons or damage to property) to the extent not arising from the willful misconduct, bad faith or
negligence of the indemnified party.

Termination. The Transition Services Agreement permitted the parties to terminate the agreement as
follows:

¢ upon the mutual written agreement of the parties;

s by either of the parties for material breach of any of the terms thereof by the other party, if
the breach is not remedied within 30 days after written notice of breach is delivered to the
defaulting party;

» by either party, upon written notice to the other party if PEM or Panda Ethanol becomes
insolvent, makes an assignment for the benefit of creditors, or is placed in receivership,
reorganization, liquidation or bankruptcy;

» by PEM, upon written notice to Panda Ethanol, if, for any reason, the ownership or control
of Panda Ethanol or any of the Panda Ethanol’s operations becomes vested in, or is'made
subject to the control or direction of, any direct competitor of PEM (other than pursuant to
the Merger); or

* by Panda Ethanol, upon written notice to PEM, if for any reason, the ownership or control of
PEM or any of PEM’s operations become vested in, or made subject to the control or
direction of, any direct competitor of Panda Ethanol.

Upon any such termination, each party would have been compensated for all services rendered to
the date of termination in accordance with the provisions of the Transition Services Agreement.

Reimbursement Letter

We are a party to a letter agreement, dated as of June 7, 2006, originally executed by Panda
Ethanol—Delaware and Panda Energy. We refer to the letter agreement as the Reimbursement Letter. The
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Reimbursement Letter provides for reimbursement by us of costs and expenses incurred by Panda Energy
in connection with the development of our ethanol production facilities.

In consideration for past financial support provided by Panda Energy, the Reimbursement Letter
requires us to reimburse Panda Energy for direct and indirect costs and expenses in excess of $13.0
million for services incurred by Panda Energy in connection with the following:

¢ the negotiation, execution and delivery of (a) the merger agreement, dated as of May 18,
2006, by and among Panda Ethanol, Inc., Cirracor and Grove Panda Investments, LLC, (b)
the Securities Purchase Agreement, dated as of June 7, 2006, by and among Panda
Ethanol—Delaware and certain purchasers of its securities, (c) the Registration Rights
Agreement, dated as of June 7, 2006, by and among Panda Ethanol, Inc., Panda Energy and
certain purchasers of our securities, and (d) any other documents or agreements entered into
in connection with the transactions contemplated under the Securities Purchase Agreement;
and

e ecthanol project development activities up to the date on which Panda Ethanol-—Delaware
closed its senior debt and subordinated debt financing of the Hereford facility.

All such costs and expenses incurred after the date of execution of the definitive agreements relating
to the senior and subordinated debt financing of the Hereford facility, or the Hereford financing date, are
paid on a monthly basis. All costs and expenses incurred prior to the Hereford financing date were
accrued on a project-by-project basis and are due and payable for a particular project when we enter into
definitive agreements relating to project debt or other appropriate financial arrangements for that
particular project. In connection with the Hereford financing, we reimbursed Panda Energy $2.0 million
for all amounts accrued in connection with the development of the Hereford facility in excess of Panda
Energy’s $13.0 million capital commitment. The accrued costs and expenses that may be reimbursed for
the projects other than the Hereford facility total approximately $4.3 million, subject to final audit, and
are expected to be approximately allocated by facility as follows:

e Haskell facility:  $ 1.2 million
s  Yuma facility: $ 1.4 million
¢ Sherman facility: $ 0.4 million
¢ Other facilities:  $ 1.3 million.
Under the Reimbursement Letter, we were also required to pay, and have paid, a development fee in

the amount of $3.5 million upon entering definitive agreements relating to the senior and subordinated
debt financing of the Hereford facility.

The following directors may have an indirect material interest in the transactions described above:

¢ Robert W. Carter has served as Chairman of the Board and Chief Executive Officer of Panda
Energy since 1993, and he owns 38% of Panda Energy’s outstanding shares; and

e Todd W. Carter has served as President of Panda Energy since September 1, 2007 and served
as President of Panda Energy from July 2000 to December 2004 and as President of Panda
Development Corporation, a division of Panda Energy from December 2004 to September
30, 2006.
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Lease of Office Space

Effective October 1, 2006, we rent office space from Panda Energy on a month to month basis for
approximately $35,000 per month. Such amount represents a pro rata allocation of Panda Energy’s actual
rent, based upon the proportion of Panda Energy’s total office space occupied by us. As a result of the
new organizational plan approved on August 9, 2007, the amount of our monthly rent to Panda Energy
will be reduced to approximately $10,200.

Service Agreement

In connection with the organizational plan, the Company anticipates entering into a new services
agreement with PEM pursuant to which PEM will provide certain administrative services to the
Company. The terms of the new services agreement will be substantially similar to the terms of the
Transition Services Agreement as described above.

In accordance with our Audit Committee Charter adopted after the Merger on November 8, 2006,
our Audit Committee is responsible for reviewing and approving the terms and conditions of all related
party transactions. Any material financial transaction with any director, executive officer, nominee or
holder of five percent or more of the Common Stock of our company, or immediate family member of
any of the foregoing, would need to be approved by our Audit Committee prior to our entering into such
transaction. :
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APPROVAL OF LONG-TERM INCENTIVE PLAN
(Proposal 2)

The 2006 Amended and Restated Long-Term Incentive Plan (the “Incentive Plan’) was originally
adopted by the board of directors and the stockholders of Panda Ethanol--Delaware. The Incentive Plan
was assumed by the Company in connection with the Merger. On August 9, 2006, the Board of Directors
approved the adoption of the Incentive Plan and recommended that it be submitted to the Company’s
stockholders for approval at the 2007 Annual Meeting. The Board recommends approval of the Incentive
Plan. The Board of Directors believes the Incentive Plan will assist in the recruitment, retention and
motivation of key employees who are experienced, highly qualified and in a position to make matenal
contributions to the Company’s success. The limited number of skilled and experienced employees are in
demand by a growing number of employers, and competition for such employees is increasing. Equity
awards are used as compensation devices by most, if not all, of the companies with which the Company
competes for talent, and the Company belicves that the provision of equity awards is critical to attract and
retain key contributors.

In the absence of stockholder approval, the Incentive Plan will continue to remain valid and
available for use. However, without stockholder approval the Company will not be able to grant
“incentive stock options” that qualify under Section 422 of the Internal Revenue Code of 1986, as
amended (the “Code”) and none of the awards granted under the Incentive Plan will qualify as
performance-based compensation for purposes of Section 162(m) of the Code and, thus, will not qualify
for the exemption from the $1,000,000 limitation on deductible compensation under Section 162(m) of
the Code. Accordingly, we urge you to vote in favor of this proposal.

Summary of the Incentive Plan Terms

The principal terms and provisions of the Incentive Plan are summarized below. The summary,
however, is not intended to be a complete description of all the terms of the Incentive Plan. This summary
is qualified in its entirety by reference to the complete text of the Incentive Plan, which is attached to this
Proxy Statement as Appendix A. To the extent there i1s a conﬂlct between this summary and the Incentive
Plan, the terms of the Incentive Plan will govern.

Purpose. The purpose of the Incentive Plan is to attract and retain the services of key employees,
consultants and outside directors of the Company and to provide such persons with a proprietary interest
in the Company through the granting of incentive stock options, non-qualified stock options, stock
appreciation rights, restricted stock, restricted stock units, performance awards, dividend equivalent
rights, and other awards that will:

¢ increase the interest of such persons in the Company’s welfare;
¢ furnish an incentive to such persons to continue their services for the Company; and

e provide a means through which the Company may attract able persons as employees, and
outside directors. '

Eligibility and Participation. Employees (including employees who are also directors or
officers), outside directors, and independent contractors of the Company or its subsidiaries will be eligible
to participate in the Incentive Plan, as determined by the Committee administering the Incentive Plan,
provided that only employees of the Company are eligible to receive incentive stock options. As of the
Record Date, there were approximately 18 employees, of which one was a named executive officer, five
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non-employee directors, and one independent contractor that are eligible to participate in the Incentive
Plan.

Administration of the Plan. The Incentive Plan will be administered by a committee (the
“Committee”) consisting of two or more Board members who are “non-employee directors” in
accordance with Rule 16b-3 under the Securities Exchange Act of 1934, and “outside directors” in
accordance with Section 162(m) of the Code. The Committee will have full authority to administer the
Incentive Plan, including, without limitation, the authority to determine who will receive awards, the type
of award to be received, and to establish the specific terms that will govern awards as will be set forth in
individual award agreements. The Committee shall interpret the Incentive Plan’s provisions and, in its
discretion, shall prescribe, amend, and rescind any rules and regulations necessary or appropriate for the
administration of the Incentive Plan.

Shares Reserved for Plan Awards. A maximum of 3,333,333 shares of our Common Stock may
be delivered under the Incentive Plan. If awards granted under the Incentive Plan are forfeited, cancelled
or otherwise expire, the shares reserved for issuance pursuant to any such terminated award will remain
available for future awards. The maximum number of shares subject to awards under the Incentive Plan
that may be granted to an individual participant in any one calendar year is 2,000,000.

Stock Options. The Committee is authorized to grant non-qualified stock options and incentive
stock options (“ISOs”) qualifying under Section 422 of the Code. The exercise price per share subject to
an option is-determined by the Committee, However, the per share exercise price of an option cannot be
less than 100% of the fair market value of a share of Common Stock on the date of grant. If an ISO is

' granted to an employee who owns or is deemed to own more than 10% of the combined voting power of

| all classes of stock of the Company {or any parent or subsidiary}, the per share exercise price of the ISO

| must be at least 110% of the fair market value of a share of Common Stock on the date of grant. The
Committee will determine the terms of each option at the time of the grant. The Committee may not grant
ISOs to any employee which would permit the fair market value of the Common Stock with respect to
which ISOs (under the Incentive Plan and any other plan of the Company and its subsidiaries) are
exercisable for the first time by such employee during any calendar year to exceed $100,000. To the
extent any stock option which is described as an ISO exceeds this limit or otherwise fails to qualify as an
ISO, such stock option shall be a non-qualified stock option.

Restricted Stock and Restricted Stock Units. The Committee is authorized to grant restricted
stock and restricted stock units. Restricted stock consists of shares of Common Stock that may not be
sold, transferred, pledged or assigned, and that may be forfeited in the event of certain terminations of
employment or service, prior to the end of a restricted period specified by the Committee. Restricted stock
units are units which are convertible into shares of Common Stock at a future date in accordance with the
terms of such grant upon the attainment of certain conditions specified by the Committee, which include
substantial risk of forfeiture and restrictions on their sale or other transfer by the participant. The
Committee determines the eligible participants to whom, and the time or times at which, grants of
restricted stock or restricted stock units will be made, the number of shares or units to be granted, the
price to be paid, if any, the time or times within which the shares covered by such grants will be subject to
forfeiture, the time or times at which the restrictions will terminate, and all other terms and conditions of
the grants. Restrictions or conditions could include, but are not limited to, the attainment of performance
goals, continuous service with the Company, the passage of time or other restrictions or conditions.

Stock Appreciation Rights. The Committee is authorized to grant stock appreciation rights
(“SARs”) as a stand alone award (“freestanding SARs™) or in conjunction with options granted under the
Incentive Plan (“tandem SARs”). SARs entitle a participant to receive an amount equal to the excess of
the fair market value of a share of Common Stock on the date of exercise over the grant price of the SAR,
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payable in either cash or shares of Common Stock. Tandem SARs require the participant, upon exercise,
to surrender the related stock option with respect to the number of shares as to which the SAR is
exercised. The grant price of a SAR is determined by the Committee. However, the grant price of a SAR
cannot be less than 100% of the fair market value of a share of Common Stock on the date of grant. The
Committee will determine the terms of each SAR at the time of the grant, including without limitation,
the methods by or forms in which shares of Common Stock will be delivered to participants..

Performance Awards. The Committee is authorized to grant performance awards under the
Incentive Plan, on which the right of a participant to exercise or receive a grant or settlement of an award,
and the timing of the grant or settlement, may be subject to such performance conditions during a
specified period as may be specified by the Committee. Performance awards may be paid in cash, shares
of common stock or other consideration, or any combination thereof. Subject to the requirements of the
Incentive Plan, the Committee will determine performance award terms, including the required
performance goals, the corresponding amounts payable upon achievement of such performance goals,
termination and forfeiture provisions and the form of settlement (including, maximum or minimum
setttement values). In certain circumstances, the Committee may, in its discretion, modify the
performance measures or objectives and/or the performance period. However, the Committee may not, in
any event, increase the number of shares of common stock earned by an executive officer upon the
attainment of a performance goal.

Dividend Equivalent Rights. For grants on or after January 1, 2005, the Committee is authorized
to grant dividend equivalent rights in connection with other awards granted under the Incentive Plan or as
a separate award, conferring on participants the right to receive cash, shares of common stock, or a
combination thereof equal in value to dividends paid on a specific number of shares of common stock or
other periodic payments, The terms and conditions of dividend equivalent rights will comply with the
requirements of Section 409A of the Code, to the extent applicable. Dividend equivalents credited to the
holder of a dividend equivalent right may be paid currently or may be deemed to be reinvested in
additional shares of Common Stock (which may thereafter accrue additional dividend equivalents). Any
such reinvestment shall be at the fair market value of a share of Common Stock at the time of
reinvestment. Dividend equivalent rights may be settled in cash or shares of Common Stock, or a
combination thereof, in a single payment or in installments which payment date or dates will be specified
in the applicable award agreement.

Other Awards. The Committee is authorized to grant other stock-based awards under the
Incentive Plan that are denominated or payable in, valued by reference to, or otherwise based on or
related to shares of Common Stock, on such terms and conditions as the Committee may determine. Such
other stock-based awards may be granted for no consideration, minimum consideration as may be
required by applicable law, or for such other consideration as the Committee shall determine.

Award Period. The Committee may, in its discretion, provide that an award may not be exercised
in whole or in part for any period or periods of time or beyond any date specified in the award agreement.
The award period will be reduced or terminated upon termination of service, as determined by the
Committee. No portion of an award may be exercised after the expiration of ten years from its date of
grant. However, if an employee owns or is deemed to own more than 10% of the combined voting power
of all classes of stock of the Company (or any parent or subsidiary) and an SO is granted to such
employee, the term of such ISO (to the extent required by the Code at the time of grant) may not be more
than five years from the date of grant.

Amendment or Discontinuance.' The Board of Directors may at any time and from time to time,

without the consent of the participants, alter, amend, revise, suspend, or discontinue the Incentive Plan in
whole or in part; provided, however, that no amendment which requires stockholder approval in order for
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the Incentive Plan and awards under the Incentive Plan to continue to comply with Sections 162(m), 421,
and 422 of the Code, will be effective unless such amendment is approved by the requisite vote of the
stockholders of the Company entitled to vote thereon.

Any such amendment will, to the extent deemed necessary or advisable by the Committee, be
applicable to any outstanding awards theretofore granted under the Incentive Plan, notwithstanding any
contrary provisions contained in any Award Agreement. In the event of any such amendment to the .
Incentive Plan, the holder of any award outstanding under the Incentive Plan will, upon request of the
Committee and as a condition to the exercisability thereof, execute a conforming amendment in the form
prescribed by the Committee to any Award Agreement relating thereto. Notwithstanding anything
contained in the Incentive Plan to the contrary, unless required by law, no such amendment or alteration
will adversely affect any rights of participants or obligations of the Company to participants with respect
to any award theretofore granted under the Incentive Plan without the consent of the affected participant.

Federal Income Tax Consequences of Awards

The following is a brief summary of certain federal income tax consequences relating to the
transactions described under the Incentive Plan as set forth below. This summary does not purport to
address all aspects of federal income taxation and does not describe state, local or foreign tax
consequences. This discusston is based upon provisions of the Code and the treasury regulations issued
thereunder (the “Treasury Regulations”), and judicial and administrative interpretations under the Code
and Treasury Regulations, all as in effect as of the date hereof, and all of which are subject to change
(possibly on a retroactive basis) or different interpretation.

New Law Affecting Deferred Compensation. In 2004, a new Section 409A was added to the
Code to regulate all types of deferred compensation. If the requirements of Section 409A of the Code are
not satisfied, deferred compensation and earnings thereon will be subject to tax as it vests, plus an interest
charge at the underpayment rate plus 1% and a 20% penalty tax. Certain performance awards, stock ,
options, stock appreciation rights, restricted stock units and certain types of restricted stock are subject to
Section 409A of the Code.

Incentive Stock Options. In general, a participant will not recognize taxable income at the time an
ISO is granted. When a participant exercises an ISO, a participant also generally will not be required to
recognize income (either as ordinary income or capital gain). However, to the extent that the fair market
value (determined as of the date of grant) of the Common Stock with respect to which the participant’s -
ISOs are exercisable for the first time during any year exceeds $100,000, the ISOs for the Common Stock

- over $100,000 will be treated as non-qualified stock options, and not ISOs, for federal tax purposes, and

the participant will recognize income as if the 1ISOs were non-qualified stock options. In addition to the
foregoing, if the fair market value of the Common Stock received upon exercise of an ISO exceeds the
exercise price, then the excess may be deemed a tax preference adjustment for purposes of the federal
alternative minimum tax calculation. The federal alternative minimum tax may produce significant tax
repercussions depending upon the participant’s particular tax status.

The tax treatment of any Common Stock acquired by exercise of an ISO will depend upon
whether the participant disposes of such Common Stock prior to two years after the date the I1SO was
granted or one year after the Common Stock was transferred to the participant (referred to as the
“Required Holding Period”). If a participant disposes of Common Stock acquired by exercise of an 1SO
after the expiration of the Required Holding Period, any amount received in excess of the participant’s tax
basis for such stock will be treated as short-term or long-term ¢apital gain, depending upon how long the
participant has held the stock. If the amount received is less than the participant’s tax basis for such
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stock, the loss will Be treated as short-term or long-term capital loss, depending upon how long the
participant has held the stock. :

If the participant disposes of Common Stock acquired by exercise of an [SO prior to the
expiration of the Required Holding Period, the disposition will be considered a “disqualifying
disposition.” If the amount received for the Common Stock is greater than the fair market value of the
Common Stock on the exercise date, then the difference between the ISO’s exercise price and the fair
market value of the Common Stock at the time of exercise will be treated as ordinary income for the tax
year in which the “disqualifying disposition” occurs. The participant’s basis in the Common Stock will be
increased by an amount equal to the amount treated as ordinary income due to such “disquaiifying
disposition.” In addition, the amount received in such “disqualifying disposition” over the participant’s
increased basis in the Common Stock will be treated as capital gain. The capital gain will be treated as
short-term or long-term capital gain, depending on how long the participant has held the shares.
However, if the price received for Common Stock acquired by exercise of an [SO is less than the fair
market value of the Common Stock on the exercise date and the disposition is a transaction in which the
participant sustains a loss which otherwise would be recognizable under the Code, then the amount of
ordinary income that the participant will recognize is the excess, if any, of the amount realized on the
“disqualifying disposition” over the participant’s basis in the Common Stock.

Non-qualified Stock Options. A participant generally will not recognize income at the time a non-
qualified stock option is granted. When a participant exercises a non-qualified stock option, the difference
between the exercise price and the fair market value of the Common Stock on the date of exercise will be
treated as compensation taxable as ordinary income to the participant. The participant’s tax basis for
Common Stock acquired under a non-qualified stock option will be equal to the exercise price paid for .
such Common Stock, plus any amounts included in the participant’s income as compensation upon
exercise. When a participant disposes of Common Stock acquired by exercise of a non-qualified stock
option, any amount received in excess of the participant’s tax basis for such stock will be treated as short-
term or long-term capital gain, depending upon how long the participant has held the Common Stock. If
the amount received is less than the participant’s tax basis for such stock, the loss will be treated as short-
term or long-term capital loss, depending upon how long the participant has held the stock. The capital
gain or loss will be long-term gain or loss if the participant has held the Common Stock for more than one
year prior to the date of the sale.

Special Rule if Exercise Price is Paid for in Common Stock. If a participant pays the exercise
price of a non-qualified stock option with previously-owned shares of our Common Stock and the
transaction is not a disqualifying disposition of Common Stock previously acquired under an 1SQ, the
Common Stock received equal to the number of shares of Common Stock surrendered is treated as having
been received in a tax-free exchange. The participant’s tax basis and holding period for the Common
Stock received will be equal to the participant’s tax basis and holding period for the Common Stock
surrendered. The number of shares of Common Stock received in excess of the number of shares of
Common Stock surrendered will be treated as compensation taxable as ordinary income to the participant
to the extent of such shares” fair market value. The participant’s tax basis in such Common Stock will be
equal to its fair market value on the date of exercise, and the participant’s holding period for such stock
will begin on the date of exercise.

If the use of previously acquired Common Stock to pay the exercise price of a non-qualified stock
option constitutes a disqualifying disposition of Common Stock previously acquired under an 1SO, the
participant will have ordinary income as a result of the disqualifying disposition in an amount equal to the
excess of the fair market value of the Common Stock surrendered, determined at the time such Common
Stock was originally acquired on exercise of the ISQ, over the aggregate exercise price paid for such-
Common Stock. As discussed above, a disqualifying disposition of Common Stock previously acquired

v
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In the absence of stockholder approval, the Incentive Plan will continue to remain valid and
available for use. However, without stockholder approval the Company will not be able to grant
“Incentive stock options™ that qualify under Section 422 of the Code and none of the awards granted
under the Incentive Plan will qualify as performance-based compensation for purposes of Section 162(m)
of the Code and, thus, will not qualify for the exemption from the $1,000,000 limitation on deductible
compensation under Section 162(m) of the Code. :

THE BOARD OF DIRECTORS RECOMMENDS THAT THE
STOCKHOLDERS VOTE “FOR” THE APPROVAL OF
| ' THE PANDA ETHANOL, INC. 2006 LONG-TERM INCENTIVE PLAN.




stock, the loss will be treated as short-term or long-term capital loss, depending upon how long the
participant has held the stock.

If the participant disposes of Common Stock acquired by exercise of an ISO prior 10 the
expiration of the Required Holding Period, the disposition will be considered a “disqualifying
disposition.” If the amount received for the Common Stock is greater than the fair market value of the
Common Stock on the exercise date, then the difference between the ISO’s exercise price and the fair
market value of the Common Stock at the time of exercise will be treated as ordinary income for the tax
year in which the “disqualifying disposition” occurs. The participant’s basis in the Common Stock will be
increased by an amount equal to the amount treated as ordinary income due to such “disqualifying
disposition.” In addition, the amount received in such “disqualifying disposition™ over the participant’s
increased basis in the Common Stock will be treated as capital gain. The capital gain will be treated as
short-term or long-term capital gain, depending on how long the participant has held the shares.
However, if the price received for Common Stock acquired by exercise of an ISO is less than the fair
market value of the Common Stock on the exercise date and the disposition is a transaction in which the
participant sustains a loss which otherwise would be recognizable under the Code, then the amount of
ordinary income that the participant will recognize is the excess, if any, of the amount realized on the
“disqualifying disposition” over the participant’s basis in the Common Stock.

Non-qualified Stock Options. A participant generally will not recognize income at the time a non-
qualified stock option is granted. When a participant exercises a non-qualified stock option, the difference
between the exercise price and the fair market value of the Common Stock on the date of exercise will be
treated as compensation taxable as ordinary income to the participant. The participant’s tax basis for
Common Stock acquired under a non-qualified stock option will be equal to the exercise price paid for
such Common Stock, plus any amounts included in the participant’s income as compensation upon
exercise. When a participant disposes of Common Stock acquired by exercise of a non-qualified stock
option, any amount received in excess of the participant’s tax basis for such stock will be treated as short-
term or long-term capital gain, depending upon how long the participant has held the Common Stock. If
the amount received is less than the participant’s tax basis for such stack, the loss will be treated as short-
term or long-term capital loss, depending upon how long the participant has held the stock. The capital
gain or loss will be long-term gain or loss if the participant has held the Commeon Stock for more than one
year prior to the date of the sale.

Special Rule if Exercise Price is Paid for in Common Stock. 1f a participant pays the exercise
price of a non-qualified stock option with previously-owned shares of our Common Stock and the
transaction is not a disqualifying disposition of Common Stock previously acquired under an 1SO, the
Common Stock received equal to the number of shares of Common Stock surrendered is treated as having
been received in a tax-free exchange. The participant’s tax basis and holding period for the Common
Stock received will be equal to the participant’s tax basis and holding period for the Common Stock
surrendered. The number of shares of Common Stock received in excess of the number of shares of
Common Stock surrendered will be treated as compensation taxable as ordinary income to the participant
to the extent of such shares’ fair market value. The participant’s tax basis in such Commeon Stock will be
equal.to its fair market value on the date of exercise, and the participant’s holding period for such stock
will begin on the date of exercise.

If the use of previously acquired Common Stock to pay the exercise price of a non-qualified stock
option constitutes a disqualifying disposition of Common Stock previously acquired under an I1SO, the
participant will have ordinary income as a result of the disqualifying disposition in an amount equal to the
excess of the fair market value of the Common Stock surrendered, determined at the time such Common
Stock was originally acquired on exercise of the ISO, over the aggregate exercise price paid for such-
Common Stock. As discussed above, a disqualifying disposition of Common Stock previously acquired
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under an ISO occurs when the participant disposes of such stock before the end of the Required Holding
Period. The other tax results from paying the exercise price with previously-owned stock are as described
above, except that the participant’s tax basis in the Common Stock that is treated as having been received
in a tax-free exchange will be increased by the amount of ordinary income recognized by the pamclpant
as a result of the disqualifying disposition.

Restricted Stock. A participant who receives a grant of restricted stock generally will recognize
as ordinary income the excess, if any, of the fair market value of the Common Stock at such time as the
Common Stock is no longer subject to forfeiture or restrictions (i.e., when they vest), over the amount
paid, if any, by the participant for such Common Stock. However, a participant who receives a restricted
stock award may make an election under Section 83(b) of the Code within 30 days of the date of transfer
of the restricted stock to recognize ordinary income on the date of transfer of the restricted stock equal to
the excess of the fair market value of the Common Stock subject to the restricted stock grant (determined
without regard to the restrictrons on such Common Stock) over the purchase price, if any, of such stock. If
a participant does not make an election under Section 83(b) of the Code, then the participant will
recognize as ordinary income any dividends received with respect to the Comrmon Stock subject to the
stock award. At the time of sale of such stock, any gain or loss realized by the participant will be treated
as either short-term or long-term capital gain (or loss) depending on the holding period. For purposes of
determining any gain or loss realized, the participant’s tax basis will be the amount previously taxable as
ordinary income.

Stack Appreciation Rights. Generally, a participant who receives freestanding SARs wili not
recognize taxable income at the time the freestanding SAR is granted, provided that the SAR is exempt
from or complies with Section 409A of the Code. If an employee receives the appreciation inherent in the
SARs in cash, the cash will be taxed as ordinary income to the recipient at the time it is received. If an
employee receives the appreciation inherent in the SARs in stock, the spread between the then current fair
market value and the grant price, if any, will be taxed as ordinary income to the recipient at the time it is
received.

Other Awards. In the case of an award of restricted stock units, performance awards, dividend
equivalent rights, cash awards, or other stock awards, the recipient will generally recognize ordinary
income in an amount equal to any cash received and the fair market value of any shares received on the
date of payment or delivery, provided that the award is exempt from or complies with Section 409A of
the Code.

Federal Tax Withholding. Any ordinary income realized by a participant upon the exercise of an
award under the Incentive Plan is subject to withholding of federal, state and local income tax and to
withholding of the participant’s share of tax under the Federal Insurance Contribution Act (“FICA”) and
the Federal Unemployment Tax Act (“FUTA”).

To satisfy federal income tax withholding requirements, the Company will have the right to
require that, as a condition to delivery of any certificate for Common Stock, the participant remit to the
Company an amount sufficient to satisfy the withholding requirements. Alternatively, the Company may
withhold a portion of the Common Stock (valued at fair market value) that otherwise would be issued to
the participant to satisfy all or part of the withholding tax obligations.

Withholding does not represent an increase in the participant’s total income tax obligation, since
it is fully credited toward his or her tax liability for the year. Additionally, withholding does not affect the
participant’s tax basis in any Common Stock. Compensation income realized and tax withheld will be
reflected on Forms W-2 supplied to employees by January 31 of the succeeding year.
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Deferred compensation that is subject to Section 409A of the Code will be subject to certain
federal income tax withholding and reporting requirements.

Tax Consequences to the Company. To the extent that a participant recognizes ordinary income
in the circumstances described above, the Company will be entitled to a corresponding deduction
provided that, among other things, the income meets the test of reasonableness, is an ordinary and
necessary business expense, is not an “excess parachute payment” within the meaning of Section 280G of
the Code and is not disallowed by the $1,000,000 limitation on certain executive compensation under
Section 162(m) of the Code.

Million Dollar Deduction Limit and Other Tax Matters. Generally, the Company may not deduct
compensation of more than $1,000,000 that is paid to an individual who, on the last day of the taxable
year, is either the Company’s chief executive officer or is among one of the four other most highly-
compensated officers for that taxable year. The limitation on deductions docs not apply to certain types of
compensation, including qualified performance-based compensation. The Company intends that benefits
in the form of stock options, stock appreciation rights, stock related awards, and other performance-based
awards will be constructed so as to constitute qualified performance-based compensation and, as such,
will be exempt from the $1,000,000 limitation on deductible compensation.

[f a participant’s rights under the Incentive Plan are accelerated as a result of a change in control
and the participant is a “disqualified individual” under Section 280G of the Code, the value of any such
accelerated rights received by such participant may be included in determining whether or not such
individual has received an “excess parachute payment” under Section 280G of the Code, which could
result in (1) the imposition of a 20% federal excise tax (in addition to federal income tax) payable by the
individual on the value of such accelerated rights, and (i1) the loss by the Company of a compensation
deduction.

Plan Benefits

To date, the Company has not granted any awards under the Incentive Plan. The Company has no
current plans to grant awards under the Incentive Plan and cannot currently determine the benefits or
number of shares subject to awards that may be granted in the future.

On October 3, the closing price of the Common Stock on the Over-the-Counter Bulletin Board
was $4.00 per share. :

The proposal to approve the Incentive Plan requires the affirmative vote of the holders of a
majority of the shares of Common Stock present, in person or by proxy, and entitled to vote on the subject
matter at the Annual Meeting. All members of the Board of Directors are eligible for awards under the
Incentive Plan and thus have a personal interest in the approval of the Incentive Plan.
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In the absence of stockholder approval, the Incentive Plan will continue to remain valid and
available for use. However, without stockholder approval the Company will not be able to grant
“incentive stock options” that qualify under Section 422 of the Code and none of the awards granted
under the Incentive Plan will qualify as performance-based compensation for purposes of Section 162(m)
of the Code and, thus, will not qualify for the exemption from the $1,000,000 limitation on deductible
compensation under Section 162(m) of the Code.

THE BOARD OF DIRECTORS RECOMMENDS THAT THE
STOCKHOLDERS VOTE “FOR” THE APPROVAL OF
THE PANDA ETHANOL, INC. 2006 LONG-TERM INCENTIVE PLAN.
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APPOINTMENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
(Proposal 3)

Stonefield Josephson, Inc. was the historical independent registered public accounting firm of
Cirracor. Deloitte & Touche LLP was the historical independent registered public accounting firm of
Panda Ethanol—Delaware. As a result of the Merger of Panda Ethanol—Delaware with and into Cirracor,
Deloiite & Touche LLP replaced Stonefield Josephson, Inc. as our independent registered public
accounting firm effective as of December 19, 2006 to audit our financial statements for the years ending
December 31, 2006 and 2007, and to perform procedures related to the financial statements included in
our current reports on Form 8-K and quarterly reports on Form 10-Q or Form 10-QSB beginning with,
and including, reports that contain financial information with respect to the quarter ended September 30,
2006, but excluding our Quarterly Report on Form 10-QSB for the quarter ended September 30, 2006,
filed on November 20, 2006. It is expected that representatives of Stonefield Josephson, Inc. will not
attend the Annual Meeting, but one or more representatives of Deloitte & Touche LLP will attend the
Annual Meeting, will have the opportunity to make a statement if they desire to do so, and will be
available to respond to appropriate questions. The Audit Committee of the Company has selected the
firm of Deloitte & Touche LLP as the Company’s principal independent registered public accounting firm
for the fiscal year ending December 31, 2007. Stockholder ratification of the appointment is not required
under the laws of the State of Nevada, but the Board has decided to ascertain the position of the
stockholders on the appointment. The Audit Committee will reconsider the appointment if it is not
ratified. Even if the appointment is ratified, the Audit Committee, in its discretion, may direct the
appointment of a different independent registered public accounting firm at any time during the year if the
Audit Committee feels that such a change would be in the Company’s and its stockholders’ best interests.
The affirmative vote of a majority of the shares present in person or by proxy, and entitled to vote on the
subject matter at the Annual Meeting is required for ratification.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT THE
STOCKHOLDERS VOTE “FOR” THE RATIFICATION OF THE SELECTION OF DELOITTE
& TOUCHE LLP TO SERVE AS THE COMPANY’S INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM FOR THE YEAR ENDING DECEMBER 31, 2007.

Change in Accountant

On December 19, 2006, we dismissed Stonefield Josephson, Inc. as our independent registered
public accounting firm. Stonefield Josephson, Inc. had previously been engaged as the principal
accountant to audit our financial statements. The reason for the replacement of Stonefield Josephson, Inc.
was that on November 6, 2006, Panda Ethanol—Delaware merged with and into us. Following the
Merger, (1) the stockholders of Panda Ethanol—Delaware owned a majority of the outstanding shares of
our Common Stock and (ii) our primary business became the business previously conducted by Panda
Ethanol—Delaware. The independent auditors of Panda Ethanol—Delaware was the firm of Deloitte &
Touche LLP. We believed that it was in our best interest to have Deloitte & Touche LLP continue to work
with our business, and we therefore engaged Deloitte & Touche LLP as our new independent auditors,
effective as of December 19, 2006, to audit our financial statements for the years ending Decernber 31,
2006 and 2007, and to perform procedures related to the financial statements included in our current
reports on Form 8-K and quarterly reports on Form 10-Q beginning with, and including, reports that
contain financial information with respect to the quarter ended September 30, 2006, but excluding our
Quarterly Report on Form 10-QSB for the quarter ended September 30, 2006, filed on November 20,
2006. Deloitte & Touche LLP is located at 2200 Ross Ave., Suite 1600, Dallas, Texas 75201.

The decision to dismiss Stonefield Josephson, Inc. and engage Deloitte & Touche LLP was
approved by the Audit Committee on December 19, 2006 and was subsequently ratified by the Board.
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The reports of Stonefield Josephson, Inc. on our financial statements for each of the years ended
September 30, 2005 and 2004 contained an explanatory paragraph relating to our ability to continue as a
going concern. Other than this report modification, the reports of Stonefield Josephson, Inc. on our
financial statements as of and for each of the past two fiscal years did not contain any adverse opinion or
disclaimer of opinion, and were not modified as to other uncertainty, audit scope, or accounting
principles.

During our two most recent fiscal years and the subsequent interim period preceding the dismissal
of Stonefield Josephson, Inc., there were no disagreements with Stonefield Josephson, Inc. on any matter
of accounting principles or practices, financial statement disclosure, or auditing scope or procedure
which, if not resolved to the satisfaction of Stonefield Josephson, Inc., would have caused it to make
reference to the subject matter of the disagreement(s) in connection with its reports. There were no

“reportable events” as that term is described in ltem 304(a)(1)(v) of Regulation S-K during our two most
recent fiscal years and the subsequent interim period preceding the dismissal of Stonefield Josephson, Inc.

Other than in connection with the engagement of Deloitte & Touche LLP by Panda Ethanol—
Delaware, during our two most recent fiscal years and the subsequent interim period prior to December
19, 2006, we did not consult Deloitte & Touche LLP regarding either: (i) the application of accounting
principles to a specified transaction, completed or proposed, or the type of audit opinion that might be
. rendered on the Company’s financial statements, or (ii) any matter that was either the subject of a
disagreement as defined in Item 304(a)(1)(iv) of Regulation S-K or the related instructions thereto or a
“reportable event” as described in Itern 304(a)(1)(v) of Regulation S-K.

Fees paid to Deloitte & Touche LLP

Aggregate fees for professional services provided to us and Panda Ethanol—Delaware by
Deloitte & Touche LLP for the years ended December 31, 2005 and December 31, 2006 were as follows:

Fiscal Year Ended Fiscal Year Ended

December 31, 2006 December 31, 2005
Audit Fees (a) $ 155,000 | § —
Audit-Related Fees (b) 10,000 —
Tax Fees (c) — —
! All Other Fees (d) 1,599 —
' Total $166.599 | $ —

(a) Fees for audit services in 2006 include fees associated with the reviews of Panda Ethanol’s financial statements for the

first and secend quarter of fiscal 2006 and $90,000 in fees for the audit of Panda Ethanol—Delaware’s financial
statements for the years ended December 31, 2004 and 2005.

(b) Audit-related fees principally include accounting fees incurred related to our Definitive Proxy Statement relating to the
Merger of Panda Ethanol, Inc. with and into Cirracor, filed on October 23, 2006.

(c) Tax fees, when incurred, include tax compliance and tax planning.

(d) Represents amounts paid for a subscription to Deloitte & Touche LLP’s online technicat accounting research library.
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In considering the nature of the services provided by Deloitte & Touche LLP, the Audit
Committee determined that such services are compatible with the provision of independent audit services.
The Audit Committee discussed these services with Deloitte & Touche LLP and management to
determine that they are permitted under the rules and regulations concerning auditor independence
promulgated by the SEC to implement the Sarbanes-Oxley Act of 2002, as well as the American Institute
of Certified Public Accountants.

Fees paid to Stonefield Josephson, Inc.

Aggregate fees for professional services provided to Cirracor and us by Stonefield Josephson,
Inc. for the years ended September 30, 2005 and December 31, 2006 and for the three-month transition
period ended December 31, 2005 were as follows:

Three-Month Fiscal Year Ended
Fiscal Year Ended | Transition Period Ended September 30,
- December 31, 2006 December 31, 2006 2005
Audit Fees (a) $ 15,519 3 10,793 $ 21,860
Audit-Related Fees (b) 14,306 — —
Tax Fees — . — —
All Other Fees — — —
Total 3 29,825 5 10,793 $ 21,860
(a) Fees for audit services in 2006 include fees associated with the reviews of our quarterly reports on Form 10-QSB, the

audit of our September 30, 2005 Annual Report on Form 10-KSB and for services in connection with an SEC comment
letter and amendment to Cirracor’s September 30, 2005 Annual Report on Form 10-KSB. Fees for audit services in
2005 include fees associated with the review of Cirracor’s Quarterly Reports filed on Form 10-QSB and the audit of
Cirracor’s September 30, 2004 Annual Report on Form 10-KSB.

(b} Audit-related fees principally include accounting consultations fees incurred related 1o our registration statement on
Form §-3 filed with the SEC on January 10, 2007, our Definitive Proxy Statement relating to the Merger of Panda
Ethanol, Inc. with and into Cirracor, filed on October 25, 2006, and our transitional report on Form 10-QT. Audit-
related fees also include fees incurred in connection with the change in accountants.

Pre-Approval of Independent Registered Public Accounting Firm Fees and Services Policy

“On December 19, 2006, the Audit Committee pre-approved Deloitte & Touche LLP to provide
tax services, including tax compliance services (i.e., preparation of tax returns and related matters) and
tax consulting services (including, but not limited to, determination of the tax treatment of actual or
possible transactions, determination of applicability of sales tax to ethanol plant components and
consultation concerning federal and state tax regulations); provided that (i) the fees for the tax services
shall not exceed $150,000, (ii) the performance of tax services must be authorized by the Audit
Committee Chair prior to commencement of such services and (iii) the provision of any tax service is
required to be reported to the Audit Committee at the next regularly scheduled Audit Committee meeting.
None of the services included in “Audit-Related Fees” or “All Other Fees” in the tables above were
approved by the audit committee pursuant to the above described pre-approval.
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OTHER BUSINESS

The Board knows of no other business to be brought before the Annual Meeting. 1f, however,
any other business should properly come before the Annual Meeting, the persons named in the
accompanying proxy will vote the proxy in accordance with applicable law and as they may deem
appropriate in their discretion, unless directed by the proxy to do otherwise.
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DATE FOR RECEIPT OF STOCKHOLDER PROPOSALS

Stockholder proposals to be included in the proxy statement for the next annual meeting must be
recetved by the Company at its principal executive offices on or before June 14, 2008 for inclusion in the
Company’s proxy statement relating to that meeting. Stockholders wishing to submit proposals to be
presented directly at the 2008 Annual Meeting instead of for inclusion in next year’s proxy statement
must follow the submission criteria and deadlines set forth in our bylaws. Stockholders wishing to
nominate directors at an annual meeting or to propose business to be brought before the 2008 Annual
Meeting must give written notice to the Secretary of the Company to be received at the principal
executive offices of the Company not before April 27, 2008 nor after July 26, 2008. Stockholders wishing
to propose business to be brought before a special meeting must give timely, written notice to the
Secretary of the Company. To be timely in the case of a special meeting or in the event that the date of
the annual meeting is changed by more than 30 days from such anniversary date, a stockholder’s notice
must be received at the principal executive offices of the Company no later than the close of business on
the tenth day following the earlier of the day on which notice of the meeting date was mailed or public
disclosure of the meeting date was made. SEC rules permit management to vote proxies in its discretion if
(1) notice of the proposal as described above is received and stockholders are advised in the 2008 proxy
statement about the nature of the matter and how management intends to vote on such matter; or (ii)
timely notice of the proposal is not received.

You may obtain a copy of the Company’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006 without charge by sending a written request to Panda Ethanol, Inc., 4100 Spring
Valley, Suite 1002, Dallas, Texas 75244, Attn: Investor Relations or by calling (972) 361-1200. These
repotts are also available at www.pandaethanol.com. The Annual Report on Form 10-K is also available
at www pandaethanol.com.

BY ORDER OF THE BOARD OF DIRECTORS

(A Cuttix L

Richard A. Cuccia, 11
Associate General Counsel and Corporate Secretary

October 12, 2007
Dallas, Texas

IT IS IMPORTANT THAT PROXIES BE RETURNED PROMPTLY. STOCKHOLDERS WHO
DO NOT EXPECT TO ATTEND THE MEETING AND WISH THEIR STOCK TO BE VOTED
ARE URGED TO DATE, SIGN AND RETURN THE ACCOMPANYING PROXY IN THE
ENCLOSED SELF-ADDRESSED ENVELOPE. NO POSTAGE IS REQUIRED IF MAILED IN
THE UNITED STATES.

END
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